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CLAIMS OF WOODEN-SHIP BUILDERS. 



Committee on the Merchant Marinf and Fisheries, 

House of Representatives, 
Wednesday^ January H^ 1920. 

The committee met at 10.30 o'clock a. m., Hon. William S. Greene 
(chairman) presiding. 

Present: Members of the committee; also Mr. Robert A. Dean, 
legal department, United States Shipping Board; Mr. John H. 
Fahey,, of Boston, Mass., president of the St. Johns River Shipyard 
Co., Jacksonville, Fla., Mr. C.J. Hyer, representing the Tampa Dock 
Co. and secretary of the Wooden Shipbuilders' Association; Mr. 
J. T. S. Lyle, representing the Tacoma Shipbuilding Co. ; Mr. A. R. 
Titlow and Mr. George r. Wright, representing the Wright Ship- 
building Yard at Tacoma, Wash.; M. E. W. Wright, representing 
the McEeachem Ship Co. ; Mr. John A. Massen, Chicago, 111., repre- 
senting the United States Maritime Corporation ; and Mr. J. M. Look, 
of Kingston, N. Y., representing the York River Shipbuilding Corpo- 
ration, West Point, Va. 

The Chairman. We have before us for consideration this morn- 
ing a bill which has been introduced in the House and Senate author- 
izing the United States Shipping Board to adjust the equitable claims 
of wooden-shij) builders arising out of the prosecution of the war. 

A bill Authorizing the United States Shipping Board to adjust the equitable claims of 
wooden-ship builders arising out of the prosecution of the war. 

B^ it enacted, etc.. That the United States Shipping Board be, and it is 
hereby, authorized to adjust, liquidate, and pay the claims of individuals, 
firms, or corporations who built or contracted to build wooden ships for the 
United States after April 6, 1917, which can not be paid under the law as it 
now is, and said board shall adjust and liquidate each claim upon such terms 
as it shall determine from the facts in the case to be just and equitable, and 
its decision shall be deemed conclusive and final : Provided, That no claim shall 
be liquidated or paid unless it is alleged and found to be base upon a request 
or demand of the United States Shipping Board, the United States Emergency 
Fleet Corporation, or a representative of them or either of them: Provided 
further, That said board shall consider, approve, and dispose of only such 
<;lalms as shall be made hereunder and filed with the board within tliree months 
from and after the approval of this act : And provided further. That no claims 
shall be allowed and paid by said board unless it shall appear to its satisfac- 
tion that the expenditures made or obligations incurred by the claimant were 
made in good faith and upon assurances by a representative of the Government 
that reimbursement would be provided for in money or contracts for additional 
work : And provided further. That no claim shall be paid unless it shall appear 
to the satisfaction of said board that moneys were Invested or obligations 
incurred subsequent to April 6, 1917, and prior to November 12, 1918, in a 
proper and legitimate attempt to produce ships for the needs of the Nation in 
connection with the prosecution of the war, and that no profits of any kind 
shall be included in the allowance of any of said claims, and that no invest- 
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4 CLAIMS OF WOODEN-SHIP BUILDERS. 

ment for merely speculative purposes shall be recognized in any manner by 
said board : And provided also, That the settlement of any claim arising under 
the provisions of this section shall not bar the United States Government, 
through any of its duly authorized agencies, or any committee of Congress 
hereafter duly appointed, from the right of review of such settlement, nor the 
right to recover any money paid by the Government to any party under and by 
virtue of the provisions of this section, if the Government has been defrauded ; 
and the right of recovery in all such cases shall extend to the executors, admin- 
istrators, heirs, and assigns of any party. 

That a report of all operations under this section, including receipts and dis- 
bursements, shall be made to Congress on or before the first Monday in Decem- 
ber of each year. 

That nothing in this section shall be construed to confer Jurisdiction upon 
any court to entertain a suit against the United States: Provided further. 
That in determining the net losses of any claimant the Shipping Bo^rd shall, 
among other things, take into (Consideration and charge to the claimant the 
then market value of any lumber or materials on hand belonging to the claim- 
ant and acquired to be used in the construction of any wooden-ship building 
plant, and also the salvage or usable value of any machinery or other appli- 
ances which may be claimed was purchased to equip any wooden-ship building 
plant, for the purpose of complying with the request or demand of the agencies 
of the Government above mentioned in the manner aforesaid: And provided 
also, That nothing in this act shall be -held or construed to delay or^ excuse 
prompt settlement of any claims that can be settled under existing law. 

Mr. Dean. Mr. Chairman, might I suggest that Mr. Fahey, who 
represents the Shipbuilders' Association, Siould proceed to analyze 
the amended bill which is now before us. 

Mr. Fahet. Mr. Chairman, I wonder if it would be agreeable to 
Mr. Dean if we might have the facts before the committee first on 
which the propsed legislation is based, as then we c&n certainly dis- 
cuss the remedy much more intelligently. 

The Chairman. We expected Judge Payne to be here to-day, and 
I understand he will be here later in the afternoon. 

Mr. RowE. Are you going to take charge of the whole hearing? 

Mr. Fahey. No. I would be glad to make, so far as the builders 
are concerned, suggestions on their side ; but if you will permit me, 
we made rather rapid progress in this matter before the Senate com- 
mittee by Judge Payne coming in and making a brief statement of 
his attitude toward this matter and then the builders were asked to 
present the facts in the case. It seems to me if the Judge is unable 
to be present, and Mr. Dean is present, he might briefly state what 
he understands the judge's attitude to be and then let us discuss the 
cases and discuss the bill. 

Mr. Chindblom. With the understanding, however, when Judge 
Payne comes he will make his personal statement if he desires. 

Mr. Dean. The judge, later in the day, can be here if you desire 
his presence. 

STATEMENT OF MR. ROBERT A. DEAN, LEGAL DEPARTMENT 

UNITED STATES SHIPPING BOARD. 

Mr. Dean. On November 29, Judge Payne acknowledged the re- 
ceipt of Senate bill 3451, the original print of that bill, in a brief 
note to Senator Jones, in which he said, referring to the bill : 

This seems to me to be adequate to meet the situation and carries with it 
the essential safeguards. 

A little later Mr. Fahey will outline the various steps which led 
up to fthe drafting of this bill by Senator Jones ; but, in brief, with- 
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out going into the preliminaries that led up to it, it came down to 
this, that Judge Payne felt, in adjusting claims with these wooden- 
ship yard people, that he had not authority and should not go out- 
side of the written contracts. There were questions, for example, of 
amortization which were not covered in the contract and which thei 
judge felt he could not take up unless he had a resolution from this 
committee and also from the Senate Commerce Committee authoriz- 
ing him or suggesting that he do so. As a result of that, this bill 
was drafted. 

At the hearing before the Commerce Committee Judge Payne 
pointed out that, as he understood the bill, it gave the board au- 
thority to make the shipyards whole, but it did not intend to allow 
for any profit. I emphasize this at this point because in one section 
of the amended bill, as it now stands, it appears to me that the ship- 
builder would get his plant and allowance for amortization and also 
would be entitled to certain profits. All of that Mr. Fahey will 
probably deal with in detail. Judge Payne, before the Commerce 
Committee, said he wanted an expression of opinion, or, rather, he 
wanted it made very clear as to just how far Congress intended the 
Shipping Board to go. 

Mr. Chindblom. Where is the language in the amended bill that 
you think gives ground for that construction ? 

Mr. Dean. The language is found at the bottom of page 3. Per- 
haps it would clarify the situation if I read a portion of Judge 
Payne's statement, made last Thursday, before the Senate Commerce 
Committee. He says : 

The question which presents itself to us, as to the payment of damages and 
compensation, divides itself Into three classes, all of these gentlemen having 
contracts which fix a definite contract price. First, is the question of the work 
they have done and the material they have furnished; second, the legal dam- 
ages which result under the contract on account of the cancellation of the 
contract. As to those two questions there was no legal difficulty ; it is simply 
a question of agreeing between the shipbuilder and the Shipping Board on 
the amount to be paid. The controversial question is the third, and that is 
the payment to them of a sum of money which would make them whole by the 
Government absorbing the cost of their yards. As to that It seemed to me 
that we had no authority to deal with It, that was a matter which Congress 
alone had the power to arrange, and that the Shipping Board was limited as 
a matter of law to the legal damages which grew out of the cancellation of 
the contract. 

The purpose of the bill is to authorijse the Shipping Board, under the 
limitations and restrictions there imposed, to make settlement with these ship- 
builders which will not leave them losing a substantial sum by reason of 
their having made these contracts. 

In connection with that Judge Payne presented a typical case. 
The representative of this particular shipyard is here, but this, per- 
haps, presents as graphically as possible the difficulties presented 
in one of these adjustments. Here is a memorandum of the cost 
of cancellation of this particular yard. The cancellation committee 
analyzed the conditions in this yard and these are the items that 
go into the adjustment: First, the amortization of the shipyard, 
$139,219.02; amortization of machinery installation plant, $46,- 
379.14. Those two items, it was felt by Judge Payne and the board, 
we had no authority legally to deal with. The rest of the items, 
which I will read, we were readv to deal with. We had determined 
these other items, relating to " 5 per cent on labor, material, and 
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overhead expended on three canceled hulls, contract No. 407, W. H., 
$18,395.76; tearing down two partially completed hulls, contract 
No. 407, W. H., $20,000 ; allowance for taxes for year 1919, $4,256.06 ; 
material and labor in three canceled hulls, contraxjt number 407, 
W. H., $367,915.27; residual value of E. F. C. investment in plant, 

$15,000 " 

Mr. Bankhead. Do you mean by that hulls partially constructed? 
Mr Dean. Yes, sir; hulls partially constructed, on which we would 
reimburse them to the extent of $367,915.27. 

Mr. Edmonds. If you had gone on building the ships you would 
have paid it anyhow ? 
Mr. Dean. Yes. 

Mr. Edmonds. And gotten the salvage value of it? 
Mr. Dean. Yes. 

Mr. Edmonds. And that leaves $367,000 due for the work done ? 
Mr. Dean. $367,000 due for the work done; yes. 
Mr. Edmonds. Were you not putting up the money all the time 
for all of this work? 

Mr. Dean. No ; I judge not. The man is here who represents that 
company, and he can go into the detailed explanation of that. 

Mr. Edmonds. Did you not keep on paying the money all the time ; 
paying the wages and everything in these yards? 

Mr. Dean. No; I think in a good many of these cases we did not 
keep up with our payments. 

Mr. Edmonds. In other words, they advanced you money, virtu- 
ally? 

Mr. Dean. Yes; that is the idea. 

Mr. Edmonds. And this is the money advanced on those hulls ? 
Mr. Dean. Yes. 

Mr. Fahet. Pardon me for interrupting, but I might clarify some 
of these things. In this case, if I am not mistaken, this is labor and 
material purchased and owned by the contractor. And please do 
not let me interrupt in this way, gentlemen, if you think it inter- 
feres. 

Mr. Dean. I think it is helpful. 

Mr. Edmonds. You say it is labor and material owned by the con- 
tractor ? 

Mr. Dean. Yes.. 

Mr. Edmonds. He could not own it ; was not the Government put- 
ting up money all the time? 

Mr. Dean. Yes ; but they paid for it as they put it into the ships. 
They purchased their material and supplies, and all that sort of 
thing, and it was paid for by the Shipping Board only when it was 
put into the ships. 

Mr. Edmonds. Who paid for the labor of stacking this lumber? 
Mr. Dean. The labor for the handling of the lumber was part of 
the cost in some cases and in other cases it was not. In this particu- 
lar instance I can not tell you. Mr. Hyer himself, who is the con- 
tractor in this special case, will make his own statement with ref- 
erence to it and can give you all the details you wish on that. 

Mr. Lazaro. I think we ought to get all the information on this 
case, as it is a typical case, before we leave it. If we get one in mind 
we will know more about the others. 
Mr. Edmonds. Whose case is this ? 
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Mr. Dean. This is the Tampa Dock Co. It is used as an illustra- 
tive case, which Judge Payne took up the other day, because it was a 
striking case ; 25 per cent is amortization and the other 75 per cent 
is the most we can deal with. It is a substantial case. 

Mr. Edmonds. This is not the worst case you have. I understood 
you were going to give us the worst case, so I thought I would find 
.out whether this is the one or not. 

Mr. Dean. No; I do not think this is the worst one. 

Mr. Hyer. This is the worst one of the Tampa Dock Co. 

Mr. Fahey. May I explain, when this issue arose the chairman, 
Judge Payne, instructed his board of contract cancellations to go 
over the cases pending and present to him two cases — one a lump-sum 
case and another a cost-plus fixed-fee case — which were typical of the 
problems in all directions and fairly representative of them. This 
case was reported on after monthg of work, and so presented to Judge 
Payne as typical of a cost-plus fee case. Another case which we will 
also bring to your attention, a lump-sum case, was likewise handled 
in the same fashion as typical of those other cases which Judge 
Payne referred to in his discussion. 

Mr. Dean. The next item that appears in the list is " residual value 
of E. F. C. investment in plant, $15,000; loss on three bills of ma- 
chinery for canceled hulls on contract No. 407 W. H,, at $65,000 each, 
$195,000 ; estimated organization expense incurred during settlement, 
$40,000." That makes a total of $846,165.25. 

Now, the items which I have enumerated, the first two — the amor- 
tization of the shipyard and amortization of machinery installation 
plant — were excluded by Judge Payne. At the foot of this I find 
this statement: "Estimated cost of cancellation Tampa Dock Co. 
contract, as set forth in appropriation estimates submitted to Con- 
gress in June, 1919, on which appropriations for the fiscal year 
1919-20 are based, $900,000; net saving in cancellation settlement 
underestimated, $53,834.75." That is, when we were making up our 
request for an appropriation in this specific case, we said it required 
approximately $900,000, and it has worked out it comes within 
$50,000 of that amount. 

The representative of the Tampa Dock Co. is here to explain that 
case in detail, and Mr. Fahey, before the Commerce Committee, took 
up certain typical cases and in a very graphical way presented their 
difficulties in the situation ; and I presume, later on, he is going to do 
the same thing here. 

I should like to reserve the right a little later on, when Mr. Fahey 
comes to the discussion of his amended bill, to participate in the con- 
sideration of some of those amendments and just what they may 
mean. 

Mr. Edmonds. Is this a cost-plus contract? 

Mr. Dean. Yes ; a cost-plus fixed fee. 

STATEMENT OF ^SR. JOHN A. FAHEY, OF BOSTON, MASS., PKESI- 
DENT OF THE ST. JOHNS RIVEE SHIPYARD CO , JACKSONVILLE, 
FLA. 

Mr. Fahey. There are these two cases here, if you will permit me, 
Mr. Edmonds, and we should like to have them considered in just 
that way, because they are typical of the whole. 
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Mr. Edmonds. That is what I say, if we can get those now, we 
have this started. We know now it is going to cost $900,000 to can- 
cel this case, and we want to know why and what the bill means and 
what the bill has to do with it — in other words, how the bill will ar- 
range for that. 

Mr. Chindblom. To some of us this is not as old a story as it is 
to others, and I think it would be well if we could get a brief resume 
of the history of tliis wooden- vessel proposition. 

The Chairman. This is a matter which is entirely new to me and 
has not been presented to me at all. 

Mr. Chindblom. It is new to me, and I suggest we get that in as 
brief a compass as possible. 

Mr. Fahet. I might explain, gentlemen of the committee, that in 
the fall of 1918, at the request of the Wood Ship Division of the 
Emergency Fleet Corporation, th^ builders on the Atlantic coast 
and the Gulf coast were called together and organized an association 
for the purpose of exchanging their experiences and trying to im- 
pi'ove the efficiency of the j^ards by working together all along these 
coasts. 

Soon after that organization was affected and they began this co- 
operative work, the first cancellations were made. Those were can- 
cellations of barges, the Shipping Board then having a program for 
the construction of 200 barges which were needed, and for which 
appropriations had been made. But a few weeks after that came 
the German plea for peace and the general stoppage on work on 
wooden hulls and immediately after the cancellations. When that 
occurred, the builders on this coast went to the officials of the Emer- 
gency Fleet Corporation and asked, in view of the change in con- 
tracts recently made, which I will presently explain, what they were 
going to do. Their whole program being canceled and all the 
promises on which these men had gone ahead being destroyed, they 
wanted to know how they would now approach an adjustment. 

The result was that after discussions in Philadelphia and here 
the board of trustees requested of the builders to appoint a small 
committee to discuss these contracts, and a committee of three was 
appointed for that purpose. I was a member of that committee and 
have, therefore, been quite familiar with many of the details which 
have developed ever since. For that reason the builders have asked 
ine at the outset here to make a preliminary statement with refer- 
ence to this situation, because a good deal of time has passed, many 
of the facts and circumstances surrounding the beginning of these 
contracts have been lost sight of and there is much in the hurry and 
rush of the war that the public at large as well as Members of Con- 
gress, never knew anything about, anyway. You will, however, 
remember that the Emergency Fleet Corporation was supposed to 
have been created as a special corporation, free from some of the 
handicaps of Government departments, in order that it might oper- 
ate as established business, that it might go ahead and accomplish 
something in what was then regarded as the most needed facility of 
the entire war. In other words, going into the war as we did, in 
the spring of 1917, with the constantly increasing submarine destruc- 
tion, it was idle for us to raise an Army of two or four million men, 
to create great munitions plants, and to turn out vast supplies and 
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to try to get food if we could not get it to the other side after it was 
available. ' 

It was found that the steel plants of the country were tied up, and 
ho there came the proposal to resoi't to wood, which in the early 
days of this country had been effective. It was under those circum- 
stances that the Shipping Board itself, gentlemen, sent out a general 
call to all of the shipyards on the Atlantic and Gulf coasts, and 
indeed all over the country, and asked them to Washington for a 
conference. Thev likewise invited various contractors and builders 
at the same time. A conference lasting some four days was held 
here in Washington under the chairmanship of Mr. Brent, who was 
then acting chairman of the board, if I remember rightly, to consider 
this situation. These builders -were asked what they could do to 
extend their yards, to increase their facilities and to build a ship, a 
proposed wooden steamship for the special purpose of serving the 
needs of the country as a war emergency. 

No such ship was designed; nothing of the kind was on paper 
at the time; they had only concluded that they were going to 
build a wooden steamship, and a wooden steamship of this type had 
never been built in the United States; a wooden steamship of that 
size, or any size, at all, had never been built in the United States for 
years. There were no wood yards on this coast that had ever built 
such a ship, and, as a matter of fact, no such ship had ever been 
designed before. These builders told the facilities they had. The 
Shipping Board told them, through Mr. Brent, frankly and dis- 
tinctly, that the wood-ship yards offered the only immediate relief, 
that the steel yards could do nothing except on the ships that were 
then under construction- They went so far in that meeting as to 
bring in engineers and other experts who said they proposed to 
employ the electric drive in the operation of these wooden ships. 

These builders were appealed to' (this is all a matter of record in 
the stenographic reports, gentlemen) to go back home and to begin 
building yards for a proposed ship of about 275 feet in length and 
not to wait ; to get their organization together, to expand, to get their 
land, to raise their capital, to go ahead, and that contracts would be 
given to them to cover the cost of the yards built and a profit of 10 
per cent or a fixed fee of $20,000 per ship. 

Following this conference here, the Shipping Board likewise took 
the step of sending its own representatives out to various cities up 
and down these coasts for conference with chambers of commerce, 
banks, and business men, asking them to bring together groups to 
form companies and create yards. 

Mr. Chindblom. Without regard to any previous experience in 
shipbuilding? 

Mr. Fahey. Exactly. There was no particular experience in this 
kind of shipbuilding; no such ship had been built in the United 
States, and the ship they were talking about was not even designed 
•at that time. 

Mr. Chindblom. I mean no interest or direct connection at all 
with shipbuilding? 

Ml*. Fahey. Not generally. They attempted to interest and did 
interest contracting concerns, the theory being, and it was justified, 
that the building of a vessel of this type was a construction job 
wholly different from the handwork by which schooners and other 



10 CLAIMS OF WOODEN-SHIP BUILDERS. 

wooden ships had been built on these coasts — quite a different thing. 
And, as developed, that was found to be true. It resulted in the 
introduction of power tools, of air tools, of special machinery, which 
was even devised and built, at the expense of the Government, to do 
certain types of work in handling these large and heavy planks; 
Stetson-Koss planers and machines of that kind, that had never been 
used before and were absolutely unknown in shipyards, because this 
was looked upon as a job like erecting a skyscraper office building or 
a factory, or something of that sort. It was looked upon as an or- 
ganization job, of moving machinery onto a place and doing the job 
and then being all through with it. 

As a result of these appeals and conferences and the representa- 
tions of Mr. Eads Johnson, representing the Shipping Board, and 
of various others, and by Mr. Brent himself, who went to the Pacific 
coast on this errand as the then chairman of the Shipping Board,, 
and innumerable men connected with the. board who went all up and 
down the coast and into all the cities, men were prevailed upon to 
form companies, to raise capital from the public, and to start yards 
and go to work. 

Mr. Edmonds. Mr. Brent was not in the board when this thing^ 
was being done. He was in the board when it was decided upon, but 
he left on the 1st of August. 

Mr. Faiiey. The 1st of August? 

Mr. Edmonds. Nineteen hundred and seventeen. 

Mr. Fahey. This was in April and May, of 1917. 

Mr. Edmonds. Mr. Denman and Gen. Goethals were fighting over 
the advisability of wooden ships in July, 1917. 

Mr. Faiiey. Oh, that was settled amon^ them. 

Mr. Edmonds. It was not settled until Mr. Denman and Gen. 
Goethals left. 

Mr. Fahey. Here is a letter from Gen. Goethals himself on that 
subject, Mr. Edmonds. 

Mr. Edmonds. I know Mr. Denman was trying to build wooden 
ships and Gen. Goethals was opposing the building of wooden ships,, 
and it was not until June, in 1917, that Gen. Groethals met the steel 
men and arranged for the steel for the ships. I am talking from 
personal experience on the thing myself; I am not talking from 
anybody else's letters. 

Mr. Fahey. Here is a letter from Gen. Goethals, signed by him,, 
on this same subject. 

Mr. Edmonds. I do not care anything about that. 

Mr. Hardy. There was a big controversy between Gen. Goethals 
and Mr. Denman. 

Mr. Edmonds. It was in July when I was in Mr. Denman's office,, 
right after the 4th of July, because I left Philadelphia on the 4th, 
and I came down here on the 5th, and that controversy was still 
going on. 

Mr. Fahey. Of course, that is a controversy with which we have 
nothing to do. 

Mr. Edmonds. Certainly. 

Mr. Fahey. The builders followed the policy that this Govern- 
ment decided. Whether that policy was right or wrong, it had 
nothing to do with us, with the kind of agreements that we made. 

Mr. Edmonds. Go ahead ; you are all right in your testimony. 
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Mr. Fahey. We were not concerned with what the situation was 
as between Gen. Goethals and Mr. Denman and the inside history 
of that thing, when they were talking about birds nesting in the 
trees out of which the ships were to be built. We were notsitting 
around here probing into their fights at that time. All we knew 
was what was said to us, and said over their signatures, too. 

Mr. Hardy. Their fight was not over the question of wooden ships, 
anyhow. 

Mr. Fahey. What I am undertaking to say, gentlemen of the' 
committee, is that they not only held these meetings, sent out these 
representatives, but, incidentally, they gave letters and signed their 
names to them assuring these men as to the kind of contracts they 
were going to give them and what they would do, on the basis of 
which those men went ahead, started to build their yards, and 
raised their money. Here is one of them : 

Mr. Lazaro. Is it not a fact that had they failed to respond they 
would have been branded as unpatriotic men? • 

Mr. Fahey. They would have been, and those who did fail ta 
respond, many of the wood yards of this country, and refused to 
have anything to do with the Shipping Board, made hundreds of 
thousands of dollars profit. 

Mr. Edmonds. I see there were a couple of large contracts made in- 
June, 1917, so that covers some of your statement. Probably they 
were made by Mr. Denman. 

Mr. Fahey. Here is one of these letters addressed to Mr. John M. 
Murdock, Murdock, Fla., dated April 13, 1917. This is a few weeks 
after we went into the war : 

Dear Sir: This is to assure you that the Shipping Board is ready to con^ 
tract with you for three wooden hulls for which work is to be started within 
30 days. These ships are to be built on a basis of cost plus 10 per cent, as 
per our conversation of even date and as provided in our contract form, these 
hulls to be about 275 feet long by 42 feet beam, and approximately 24 feet 
depth of hold, to be constructed from plans which we will submit to you. 

This letter is given to assure you that you will have the work and that you 
will feel safe in going ahead with the arrangements necessary for starting 
the work and preparing ways. 

. Mr. Edmonds. To whom was that addressed? 

Mr. Fahey. It was signed "United States Shipping Board, by 
Gen. Goethals." 

Mr. Edmonds. To whom was it addressed? 

Mr. Fahey. Mr. John M. Murdock, of Murdock, Fla., and a con- 
tract was made with Mr. Murdock. 

Mr. Edmonds. What was his concern? 

Mr. Fahey. The J. M. Murdock Co., Jacksonville, Fla. 

Mr. Edmonds. The contract was made on July 8 ? 

Mr. Fahey. Yes. But this was started long before July 8. 

Mr. Edmonds. I have no doubt they were doing that. Of course, 
I do not raise the question on that. 

Mr. Fahey. Here is another one of April 23, 1917, addressed to^ 
the American Shipbuilding Co., Brunswick, Ga. : 

Gentlemen. You are hereby auttiorized to proceed with the construction* 
of two shipways, this being the necessary preliminary steps toward the con- 
struction of two 3,000- ton dead- weight standard design wooden vessels, formal 
order for which is hereby given which will be confirmed by the board and 
superseded by formal contract embodying plans and specifications furnished' 
by the board. 
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. A careful account and statement in duplicate to be made from this and 
•every day for the amount of labor and material used that may be chargeable 
under the contract, these statements to be held by you until called for. 
Yours, truly, 

(Signed) Eads Johnson, 

Assistant, United States Shipping Board. 

Mr. Johnson was sent out with the authority of the board for this 

purpose. That was followed on May 23, 1917, by a second letter 

which was written by the direction of the Shipping Board and ad- 

' dressed from Savannah, Ga., to the American Shipbuilding' Co., 

Brunswick, Ga. : 

Gentlemen : As the duly accredited representative of the United Scates 
Emergency Fleet Corporation, and for that corporation I hereby authorize you 
to commence the construction at Brunswick Ga., of two standardlzed-type 
United States Government wooden vessels, each of approximately 3,000 tons 
dead- weight, according to the United States Government specifications. 

Upon receipt of this letter you are authorized to furnish and equip a ship- 
building plant and yard with all necessary marine ways and machinery, tools, 
utensils, and material necessary for building said ships, for which the United 
States Emergency Fleet Corporation will reimburse you in accordance with 
a contract to be later executed, but which shall be in accord with the terms 
of this instrument or satisfactory to you. 

We will reimburse you for all sums expended for labor both skillea and 
unskilled, incidental to the construction of the said ships. 

All reimbursements to be made within 30 days after expenditure, if not 

then paid, to draw per cent interest. 

Yours, very truly. 

United States Emergency Fleet Corporation, 
By W. C. McGowAN, District Assistant. 

Mr. Hardy. Who was Chief of the Emergency Fleet Corporation 
at that time? Was that during Gen.'Goethals' headship of that cor- 
poration ? 

Mr. Fahey. It was a moving picture, if you remember, at that 
time, and I could not tell you. Gen. Goethals was succeeded by 
Admiral Capps, and then Admiral Capps lasted a week. 

Mr. Hardy. Your first letter is signed by him and your second one 
is by somebody else. 

Mr. Fahey. Mr. Eads Johnson was there all through that period, 
under the separate regimes, for a long time. 

Mr. Hardy. You do not know just when Goethals went out. They 
resigned, I think, both of them, in July of that year that we had 
the controversy. But what I wanted to have appear plainly was that 
these wooden ships were under the orders of everybody at the tiriie ; 
that there was no controversy over the construction of wooden ships. 
The controversy came up later between Mr. Denman and Gen. 
Goethals, about the unlimited price for steel ships. 

Mr. Chindblom. This first letter of April 13, in the Murdock mat- 
ter, was written and signed personally by Gen. Goethals, as I under- 
stand it? 

Mr. Fahey. That is true. 

Mr. Chindblom. That is one week after the war was declared, I 
believe ? 

Mr. Fahey. Exactly. 

The Chairman. And that was on account of the extreme necessity 
of having these boats? 

Mr. Fahey. Exactly. And the time, as they knew, would be occu- 
pied in building yards for a ship not yet designed. You will observe 
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that in these letters they talked about a ship of 3,000 tons. The ship 
finally designed was 3,500 tons. Then after it was once designed 
and the plans and specifications were furnished they kept on chang-^ 
ing them, until they themselves report there were more than 500 
changes in this ship, going on from \yeek to week and from month 
to month and, incidentally, we have yet to find a case in any of these 
adjustments in controversy where they have paid a dollar on account 
of those changes in these settlements. 

Mr. Chikdblom. Let me ask this: It was all one standard type of 
ship, as I understand it? 

Mr. Fahet. It was. But after it was once designed, it was 
changed and changed and changed. Mr. Ferris, who designed it, 
got out and then the ship fell into the hands of somebody else, and 
then he got out and it fell into the hands of somebody else and every- 
body kept toying with it as the time went on. 

Mr. Chindblom. And when the change was made, all the ship- 
builders would be advised in some way of that change, I presume ?; 

Mr. Fahey. They were. The builders, under circumstances such 
as I have explained, started these yards before any contracts were 
drawn; they raised the money among themselves, from the banks, 
and the public. This was before there were any Liberty loans. It 
was the very first movement that was undertaken so far as the war 
was concerned and everywhere the cry was for ships. There can not 
be any doubt about it whatever that greater effort was placed on 
ships than anything else in the entire war program, and it was re- 
garded as the thing of first necessity. Consequently these men re- 
sponded to this appeal everywhere, and they responded absolutely 
on the basis of the good faith of this Government and the represen- 
tations of the men who came as their authorized representatives, and 
they never stopped to quibble about details; they went ahead and 
put up their money and began work. 

Mr. Hardy. Was it not a fact that the Government, through the 
Shipping Board and the Emergency Fleet Corporation, announced 
generally the principle to build all the ships possible, both wood and 
steel ? 

Mr. Fahey. They did. That was the final result of the contro- 
versy. 

IVft". Hardy. And they went to work to get wood builders and steel 
builders and anything they could that would build a ship ? 

Mr. Fahey. Gentlemen, you will find in the testimony before the 
House Committee on Appropriations, when the estimates were sub- 
mitted to cover those cancellations and also before the Senate com- 
mittee, the statements of Mr. Ackerson, vice president in charge of 
construction and present vice president of the Emergency Fleet 
Corporation, that all throughout the war and as late as July and 
August and to within 60 days of the time that these cancellations 
took place, the War Department, the War Industries Board, and the 
Food Administration were still appealing for more and more wooden 
ships and all the wooden ships that could be built — as late as 60 days 
before the time that all these contracts were canceled. 

The Chairman. Were they appealing through the Shipping Board 
or individually ? . 
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Mr. Fahet. Through the Shipping Board and everywhere, 
through the War Industries Board and the War Department and 
the Food Administration. 

Mr. Chindblom. I think we all recall in the early days it was 
stated that the question was whether we could build ships faster 
than they were sunk ? 

Mr. Fahet. Exactly. And no one knew how fast they were being 
sunk except the Shipping Board and the War Department. The 
builders did not know. They only knew what they were told as to 
the need. 

The contractors started these yards, gentlemen, and then they 
•came back to Washington to get their contracts. Two forms of con- 
tract had been prepared. They were drawn, I hink, by Mr. Joseph 
Cotton, who was then in the legal department of the Shipping Board. 
One provided for a cost plus 10 per cent and another provided for 
-cost plus a fixed fee of $20,000 per Hull. The fixed policy of the 
Shipping Board was one set of ways for each hull, in order to build 
rapidly. They figured that these shipways — they drew the specifica- 
tions for them, they made the plans for them — would cost approxi- 
mately $20,000 to $30,000, a maximum of $30,000 per way. And they 
expected that the average would be about $18,000 or $20,000. They 
therefore planned that the original contracts would absorb the cost 
of those shipways, one for each ship. These contracts, therefore, on 
the cost plus fixed fee and cost plus a percentage provided for the 
lentire cost of the yards and compensation for the building of the 
ships. They likewise figured as to the lump-sum contract. They 
were the only ones in possession of the plans and specifications at 
that time and they were only partly completed at that time. 

Mr. Chindblom. Let me ask right there : Did they make the same 
price to everybody for the same standard type of ship ? 

Mr. Fahey. They did not. 

Mr. Chindblom. It occurred to me that the cost of building ways, 
for instance, of building the yord, would be diflFerent at one point 
than at another. 

Mr. Fahet. Yes. 

Mr. Chindblom. Did they take that into account? 

Mr. Fahey. They did take that measurably into account as well 
as the labor involved, but they changed all of that by the future 
policies. I mean they did take it into account when they were 
figuring contracts, but the policies later pursued by the Shipping 
Board entirely destroyed all of that, as I will try to point out. 

Likewise they made contracts with large contracting concerns by 
which the Shipping Board furnished all of the capital involved, paid 
the entire cost of the yards, and provided all of the capital to operate 
them, and paid them in some cases 10 per cent, and in some cases 
fixed fees on top of that. That is not the type of contract we are 
talking about at all, for all of those have been settled and disposed of 
and paid months and months ago. 

Mr. Chindblom. Those were practically Shipping Board opera- 
tions, directly? 

Mr. Fahey. Under contracts made with contractors ; but the Ship- 
ping Board owned the yards. 
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Mr. Lazaro. Pardon me just a minute. Mr. Chairman, what was 
that yard we visited when we went on that trip where they were 
huildmg wooden ships with lumber that came from a great distance! 
I do not remember the name of it. 

Mr. RowE. You mean on the Delaware? 

Mr. Lazaro. Yes. 

Mr. Edmonds. The Trayler Shipyards. 

Mr. Lazaro. How was that yard operated? 

Mr. Fahey. That yard — every dollar of the capital of the Tray- 
ler Shipyards was furnished by the United States Shipping Board — • 
all of the capital to operate, all of its expenses were paid, and he 
was paid fixed fees besides. 

Mr. Lazaro. They were paid in full, were they ? 

Mr. Fahey. They were. 

Mr. Lazaro. Could you tell us where they got their lumber to 
build these ships ? 

Mr. Fahet. Oh, from the Northwest and the South and all over 
the country. 

Mr. Lazai^. Of course, they were very expensive ships on account 
of that? 

Mr. Fahey. They were; and that yard, built by the Shipping 
Board, was one of the most expensive yards in the United States, as 
well as the ships. 

Mr. Lazaro. And they were paid in full ? 

Mr. Fahey. They were paid in full and all their costs were paid. 

Mr. KiNCHELOE. What is the amount of the estimate that was 
submitted to the Committee on Appropriations under the purview 
of this bill in case it became a law ? 

Mr. Fahey. The appropriations were made last June, or pro- 
vided for in the appropriation bill. The estimate submitted showed 
that the saving effected by the cancellation of these ships under dis- 
cussion would be about $125,000,000 to $130,000,000. They esti- 
mated and provided for something more than $45,000,000. If my 
memory serves me right, it was $49,000,000. 

Mr. KiNCHELOE. T^ pay for cancellations? 

Mr. Fahey. To pay the cost of these cancellations. The cancella- 
tions made so far 

Mr. Edmonds. Does that include the amortization of the plants, 
too? 

Mr. Fahey. It includes everything. 

Mr. Chindblom. Was that appropriation ample, in your judg- 
ment? 

Mr. Fahey. It is far more than ample. The cancellations amount 
so far, according to the reports of the Emergency Fleet Corpora- 
tion — ^they average about 25 per cent of the appropriations made, 
and that on a basis entirely satisfactory to the builders, for they have 
put into those appropriations many items and allowances that the 
builders never asked for and never would have asked for and do not 
want, and nobody has set up any claim about them. 

Mr. Hardy. I would like to understand that last statement a little 
more fully. What kind of gifts have been made that were not even 
desired by the recipient ? 

Mr. Chindblom. They were contemplated gifts. 
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Mr. Fahey. Oh, no. They simply provided for more than enough 
to cover everything. 

Mr. Chindbix)m. You said the^r provided for items that the ship- 
builder himself never expected to include. How did they get into the 
appropriation at all ? 

Mr. Fahey. I do not know. For example, I know yards where 
they provided $980,000 to settle claims that could not possibly exceed 
$200,000. Now we do not know. They investigated and had audi- 
tors and investigators for months on this thing. 

Mr. Chindblom. Then the Shipping Board estimates were wrong; 
that is the long and short of it? 

Mr. Fahey. The Shipping Board estimates were far more than 
enough to take care of this matter. 

Mr. KiNCHELOE. Let me ask you another question if this bill was 
to become a law : For instance, take a wooden vessel and suppose it 
is a third completed when the contract is severed, and ypu were paid 
your interest and paid for the work already done ; what is to become 
of that work ; is it scrapped or is it completed ? 

Mr. Fahey. Oh, no. They have left half -completed hulls around 
these yards, scattered all up and down this coast, that have been 
standing for a year. 

Mr. KiNCHELOE. Is it the policy of the Shipping Board to com- 
plete those ships or will thev eventually be scrapped ? 

Mr. Fahey. There is no nnal policy on it, as I understand it. It 
depends upon the state of completion of the vessel. 

Mr. KiNCHELOE. That is what I was trying to get at. 

Mr. Fahey. Yes ; as to what can be done with it. If such a hull 
is only 12 per cent complete, they can tear it down to advantage. If 
it is 25 per cent complete, it costs too much to tear it down ; I mean 
it costs more to tear it down than the salvage is worth in some cases. 
In other cases they can sell those part-completed hulls to men who 
are ready to finish them as barks or schooners, if they have not gone 
too far. 

Mr. KiNCHELOE. Not too nearly completed — ^what would that be, 
that they could sell them ? 

Mr. Fahey. As I say, that all depends on the state of the ship. I 
mean how much of the interior work is done and all that sort of 
thing. You can not apply any rule to any two of them. 

Mr. KiNCHELOE. You could not base it on a percentage? 

Mr. Fahey. No; you could not base it on a percentage; you can 
not base it on anything except the condition of that hull for the pur- 
pose to which the man wants to turn it. Now, they have sold hulls 
that I know of that are 45 per cent complete; the man has con- 
tracted to buy them; he is ready to buy them for the very reason 
that they have not gone too far. If they had gone 10 per cent fur- 
ther, he could not convert them, they would cost too much; but he 
can take them in the state they are in and go ahead with them. And 
he can take one hull that is 4 per cent complete and alter it to 
suit his purposes, and take another one on an adjoining way that is 
45 per cent complete and he can not do anything with it. 

Mr. Edmonds. Are you willing to back up your statement that 
these ships were carrying foodstuffs and were very badly needed in' 
the carrying of foodstuffs? 

Mr. Fahey. I beg pardon ? 
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Mr. Edmonds. The only record I find is a ship that ^as out to sea 
four days, that went from Jacksonville to New York, and then the 
repairs would cost so much that they sold it at a loss of $500,000. 

Mr. Fahey. Mr. Edmonds, I am not qualified to inform you in 
detail as to the work of the wooden ships, but I am very confident 
that the suggestion or report that that was the only work ever done 
by a wooden ship is not true. 

Mr. Edmonds. I have the vouchers for that, because I know the 
ship was sold and I know the ship was four days out to sea and only 
went from Jacksonville to New York. 

Mr. Fahey. I beg pardon ; I can not say about that. I understood 
you to say that was their only work. 

Mr. Edmonds. That is one record of a wooden ship I have. An- 
other one shows 14 days out to sea. I thought that was a marvelous 
record for a wooden ship, evidently, and they sold that for a loss of 
$500,000. And then I have a photograph of 38 or 40 ships lying out 
at Seattle that do not seem to be of any use to anybody. 

Mr. Fahey. There are 51 of them Mr. Lyle tells me. As to the 
performance of the wooden ship likewise, gentlemen, I beg to say 
we had nothing to do with it. 

Mr. Edmonds. You had nothing to do with it; but I am only 
saying you are telling us they were used to carry foodstuffs, and I 
was wondering what they did with the foodstuffs, because they could 
not have gotten them to the other side in very good condition. 

Mr. Fahey. I want to make that clear. I may be in error, but I 
do not think I said they were used. I said the Food Administration 
was appealing for ships, and I say that on the authority of Mr. 
Ackerson, who was then on that board and vice president of the 
Fleet Corporation. 

Mr. Edmonds. I hope some of them were good enough to carry 
food. I do not know, but I hope they were. 

Mr. Fahey. Oh, they were. Mr. Hay worth, the head of the wood- 
ship division, made an elaborate report on the operations of the wood 
ship-just how many there were, how many fn service, what that 
service was, and all the rest of it, as far back as October, 1918, to my 
knowledge. And I know that that has been filled out since. I know 
that these wood ships are being operated at present out of Jackson- 
ville and operated out of various other ports, in private operations 
as well as Shipping Board operation. 

Mr. Edmonds. That is not on account of the high demand for pas- 
sage over to Nassau, is it? 

Mr. Fahey. I do not know about that? [Laughter.] Now, gen- 
tlemen, if I may resume the thread of this story, then we can come 
around to any of these indoor sports of discussion about wooden 
ships. 

Mr. Chindblom. Have you any opinion or do you care to express 
an opinion as to the reason for the failure of so many of these 
wooden ships? 

Mr. Fahey. I would say — ^but I am not really equipped to express 
an opinion 

Mr. Chindblom. I will not press the question unless you care to 
express an opinion on it. 

159901—20 2 
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Mr. Hardy. I do not think this witness has said anything about 
the failure or success. Mr. Edmonds has said about the failure, but 
the witness only said the Shipping Board w^as demanding it and 
everybody was asking for it, and the Food Administration. 

Mr. Lazaro. Were the steel people very much interested in their 
making it a success? 

Mr. Fahey. I have not heard of them helping them. After going 
ahead with those yards the contractors came back here. These forms 
of contract had been drawn, the engineers of the Shipping Board 
had made careful estimates of the cost of these vessels, and tney told 
the builders they would cost approximately $248,000. They fur- 
nished them the detailed figures of those costs which they had worked 
out, and they were the only people in possession of the plans and 
specifications at that time, which were not complete. 

Mr. Chindblom. Now, Mr. Chairman, if you please, I think my 
question was pertinent, and if the witness wants to answer the ques- 
tion I do not think the question should be vetoed. If you have an 
opinion and care to express any opinion as to the reasons and the 
causes for the failure of the wooden ships. Now, if you intend 
to pass that by, I am satisfied; but if you thought there was any 
objection to your answering the question I think you have the wrong 
impression. 

Mr. Bankhead. Failure to do what? 

Mr. Chindblom. Failure to operate along the lines as suggested 
by Mr. Edmond's question? 

Mr. Hardy. That assumes there was an absolute failure and no 
use for these ships. 

Mr. Chindblom. I am not assuming that at all; I am asking him 
whether he had any opinion as to the failure of some of these wooden 
ships. 

Mr. Hardy. Whether there was a failure or not ? 

Mr. Fahey. I have not the slightest hesitation in expressing my 
opinion, only with the reservation that it is of a citizen and by- 
stander and not an expert on the design of the ship, for I know 
nothing about it. 

Mr. Chindblom. I only wanted to come back to the question in 
order to remove any idea that my question had been vetoed by any- 
body. I do not think it had. 

Mr. Fahey. Frankly, my opinion about it is this: We set out here 
to design a ship of a sort never created before. The Shipping 
Board secured the man who was supposed to be the most expert in 
the country for that work, Mr. Ferris. Mr. Ferris designed these 
ships, and then there was the usual quarrel between experts as to 
whether it was any good or not. They wanted to doctor Mr. Ferris's 
ship. Finally Mr. Ferris got out, and the man who succeeded 
him began to fool with the ship, touching it up here, there, and else- 
where. Now, the theory that the wooden steamship could be utilized 
as an emergency vessel to supplement the steel, when the cry was 
anything that could carry men or food or supplies or anything 
else — I think that theory was sound and was all right. And I think 
that a large proportion of these ships which were finished and put 
into service rendered useful service, if the reports of the Shipping 
Board itself are true, and I assume they are. I have no doubt, in- 
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deed I believe, that numbers of these ships were not successes, and 
for very obvious reasons. Where you are bringing together a lot 
of men — workers — who never did any shipbuilding before in their 
lives and where the details are changed every few days, where the 
inspectors provided by the Shipping Board had practically no pre- 
vious experience, where the American Bureau or Shipping, which 
was to check this work, had very few inspectors who were familiar 
with this construction and had to train a lot of new men as inspectors, 
you could not expect that these ships w^ould be turned out, every 
one of them, 100 per cent perfect. You had to have a certain per- 
centage of failures. 

Engines were designed for these ships and machinery made for 
these ships such as had never been made before, and made in factories 
that never turned out anything of the kind before. Under these cir- 
cumstances, you could not expect a high percentage of efficiency, cer- 
tainly among the first ships turned out. The further they went along 
with the building of these ships, every one, the better they got and the 
more ^ain was being made. Likewise — and this opinion is worth 
nothing except as a bystander ; if I had further facts, which I do not 
command, I might be prepared to change it — ^my judgement is that if 
from the day this wood ship was designed and they started out on 
the first ones had they put a real organization of experts to follow 
that up and do nothing but that, and change it in the li^ht of their 
experience, and keep at it, they would have gotten a ship that was 
far fore perfect than the one they fooled along on. But you can 
not build a satisfactorv house if you start out with one architect and 
then employ another one to pick up his work, and then to keep chang- 
ing every few minutes, and ever hope to have any kind of a building 
when you are done. 

Mr. Chindblom. I think that is an illuminating statement and I 
am very glad to get it. 

Mr. Fahey. Not only that, but remember as far as the Shipping 
Board is concerned (I can say this, too, as a citizen) , for from the first 
weeks of the war I was here all through August, 1917, in touch with 
all these departments and bureaus and what they were doing ; I hap- 
pened to be a member of what was called the war service executive 
committee of the Chamber of Commerce of the United States which, 
upon the request of the War Industries Board and the Council of 
National Defense, undertook to organize the industries that were not 
organized, so that they could work with the Government, and I say 
to you, when you consider any one of those things, let us take the 
Shipping Board. The Shipping Board, even as it stands to-day, is 
bigger than any business corporation there is in the United States, 
the United States Steel Corporation, the Standard Oil Co., or any- 
thing you have. Here is a bigger single business enterprise than any 
four or five of them. Now, let us set that business enterprise at work 
on an entirely new venture next Monday morning and just try to find 
clerks and stenographers, without talking about the executives and 
managers and all the rest, of no previous experience, brought from 
all parts of the United States to do this job, and their tempera- 
ments and idiosj-ncracies and pride of opinion and all the rest of it, 
under the pressure these men were working here, night and day, and 
all the time, and trying to do new things, these men had to. cut red 
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tape, they had to go ahead. Men got tired, they got impatient, they 
were in constant rows, constant differences of opinion, and were re- 
signing and getting out and new men coming in, and all the new men 
coming in knew the men before them, whatever they did, did it wrong, 
and they had to do it in another way. That is the way this program 
went on, and you could not expect any other results. 

Mr. HARDr. You could not expect any other condition, with the 
proposition thrown on the Government to provide everything in the 
world. 

Mr. Fahey. No; and not only that, but we saw men come down 
here and give their services, and give them at a dollar a year, and 
they were paid 90 cents too much, and yet these selfsame men, in 
their own communities, were accepted as the ablest executives there 
were anywhere around. The answer. They could not work with other 
men. It was an entirely new proposition to them, from where they 
sat in their own little office and commanded everybody around them. 
That was one thing. But where they had to cooperate and work with 
somebody else they could not fit in and they had to quit, and they went 
back home and explained the reason was they could not get anything 
done. 

Mr. Hardy. We built a wooden-ship yard at Beaumont. That 
plant there, the various plants, have grown from nothing over night, 
as it were, and with what work I saw going on there it seemed to me 
to be little less than a miracle. 

Mr. Bankhead. I think we are getting pretty far afield from the 
question before the committee. 

Mr. Fahey. I would be glad to resume, if I may, Mr. Bankhead. 

The Chairman. Go ahead, Mr. Fahey, and give us just as clearly 
as you can, what you want to say, and I suggest that you be not 
questioned unless it is absolutely necessary. 

Mr. Fahey. After these builders had started to construct these 
yards, buying the material and taking the other preliminary steps, 
they came back here to get their contracts. They were then asked 
to take this lump-sum contract of $300,000 per ship, the figures pre- 
sented to them, and the assurance being that these ships would cost 
approximately $248,000; that there would be left $30,000, which 
would absorb the cost of the way, and $20,000 to $22,000 as compen- 
sation per ship delivered. On the basis of this assurance, of having 
invested their money and having gone ahead, in most cases those 
contracts were accepted and the builders went on with their building 
of ships. As fast as a way was built they put a ship on it. They 
got into the fall of 1917, when the Shipping Board, because some 
builders were more energetic than others and secured ample sup- 
plies of lumber, took hold of the lumber situation and took the re- 
sponsibility of supplying the lumber to all the yards and stopped 
the builders from buying their own lumber. The Shipping Board 
fixed the price on that lumber and did not permit the builder to 
go into the market and buy lumber. They likewise took over the 
supply of all materials. They created the Macey board to fix the wage 
scale, and of course took control of transportation in the movement of 
this lumber to the yards and everything else, with the result that 
every factor in the cost, on the basis of which these men took these 
ships, was completely altered. The lumber cost more, the freight 
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cost more, the labor was tremendously increased in amount and cost, 
and, moreover, they were unable to get it. 

As a result of that control, congestion of the railroads was brought 
about. They found, for example, that certain of the heavy timbers 
which had been specified for these ships could not be had in sufficient 
quantities in the South, and they were brought by the trainload from 
the Pacific Northwest to make up the deficiency. That resulted in 
railroad congestion and embargoes. The lumber that was wanted 
first, for example, for framing the vessels and laying the keels came 
last, while the ceiling, planking, and other items, which were wanted 
last, after the work had progi'essed 50 or 60 per cent, came first. 

Also, under these conditions, the builders were obliged to dump 
this lumber where they could and pile it promiscuously, and then, as 
time offered, to turn around and change it over. They were obliged 
to lay tracks on the spur of the moment in order to get this stuff in, 
to take over land to pile it on, and all that sort of thing. 

All of these things added enormously to the cost, with the result 
that instead of $300,000 the builders soon found that progress pay- 
ments, for example, 10 per cent when a certain amount of the ship 
is completed and 10 per cent more at another stage, would not even 
pay their labor, without any reference to lumber, yard, or anj^thing 
else. They borrowed money for the time being, and it was soon clear 
those liuUs were going to cost nearer $550,000 than $300,000. 

The increase in wages was constant. The Shipping Board organ- 
ized district labor officers. These district labor officers were present 
in every yard, and these officers told the shipbuilders what they 
should do in transferring men from one classification to another 
and fixing the wages. I have seen as many as 400 transfers from 
one class to another go through one of those yards, employing 4,000 
men in a single week, on the orders of the labor officers representing 
the Shipping Board — ^immeasurabljr increasing .these wages. In 
parts of the South, for example, while the builders were operating 
on their own contracts, where carpenters were being paid 45 cents 
an hour, the rate was immediately increased to 60 cents an hour. 

Mr. Edmonds. But the Government paid all that increase? 

Mr. Fahey. They did not pay it on the yards. The work was 
going on in the yards and the same rate had to be paid in the yards 
at the same time, and everybody had to do it. 

Mr. Edmonds. To take the Tampa case, it was estimated that the 
yard would cost $125,000, and they had $80,000 advanced to them by 
the Government at one time, and then they got $70,000. That is 
$150,000. That was more than enough to pay for building the yard. 

Mr. Fahey. The yard cost more than twice that, Mr. Edmonds. 

Mr. Edmonds. That may be, but there are no figures here to show it. 

Mr. Fahey. Yes ; the figures are in the report to show it. * Let me 
point out there, take the Tampa Dock case : They started to build the 
yard and started building ships at the same time. They had one 
cost of labor and one cost of material, which they were buying and 
able to buy, and along comes the Shipping Board and stops them 
buying the lumber and material for their yard or for their hulls and 
supplied it all and made the price, and then made the price of the 
labor. They could not employ men on a ship here [indicating] at one 
rate of labor and privately employ other men over here at another 
rate building the way and the yard, so they had to accept the rates 
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made by the Shipping Board. That is one of the big items that went 
into those yards, due to the building of ways, sinking of piles, and 
all that sort of thing. 

Mr. Edmonds. Was it not figured originally in these contracts that 
if they got three ships on the way, the amortization they got out of 
that ship, together with the profit, would pay for that way ? 

Mr. Fahey. Yes; they figured that. 

Mr. Edmonds. Did not that work out in practice? 

Mr. Fahey. Oh, no. It never worked out. And that was only in 
addition to other allowances; that was partly for the amortization 
of the ways or, rather, for the depreciation of the ways. 

Mr. Edmonds. Surely the man who came in and built a shipyard 
with the idea he was going to build three ships on each way, and did 
not expect to get any contracts for wood ships afterwards, certainly 
must have calculated he was going to get his money out of that yard 
by the termination of the contract, did he not ? 

Mr. Fahey. I was just getting around to the point to explain what 
happened. 

Mr. Hardy. I understood you to say at first it was intended to 
cover the cost of the shipways in the cost of the ships ? 

Mr. Fahey. It was. In the very first figures they put up, it was 
proposed that the ship way would be paid for out of one single vessel 
on one way. And they supplied those figures; there is no question 
about that. The reports of the Shipping Board show it, the reports 
of the Emergency Fleet Corporation, the reports in these typical 
cases show it, reported by the Shipping Board itself. It is not mere 
assertion on our part, those are facts. 

Mr. Edmonds. I understood you to say it was supposed a way would 
cost about $30,000 at the extreme? 

Mr. Fahef. Yes; and a minimum of $18,000. 

Mr. Edmonds. They would cost between $18,000 and $30,000, and 
that was to be absorbed in the price of the ships to be contracted for 'if 

Mr. Fahey. Exactly. But the reasons for the greatly increased 
cost, of course, were the changes in policy and the tremendous con- 
fusion that existed. I know of cases where the yard was practically 
idle, after being almost completed, for between four and five months, 
with their overhead and their organization there and practically 
nothing to do. I know of another case where the yard had been 
created and they found (and this was the Shipping Board itself, and 
under the Shipping Board's direction and they created it) that they 
did not have power enough to run the machinery. If they were run- 
ning one saw, they had to shut down another. 

Mr. Hardy. In other words, there w^as a great deal of the same 
condition that existed in Hog Island, in the confusion and misap- 
plication of every facility that you had and that occurred at all 
these shipyards? 

Mr. Fahey. Yes; everywhefre. It was common all up and down 
these coasts. However, when the builders found the situation rela- 
tive to the costs of yards and the Shipping Board itself discovered it, 
there were conferences in Philadelphia, as a result of which officials 
of the Fleet Corporation proposed to substitute for those contracts 
new contracts. They canceled and absorbed a large proportion of 
these lump-sum contracts at $300,000 per hull and substituted for 
them a contract which called for cost plus a fixed fee. That fixed 
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fee was limited to $15,000, $8,000 of which was to be compensation 
for completing the hull, and that irrespective of the number of 
extras or changes or anything else. That is all they would get. 

Mr. Chindblom. Was that provided for in the contract, the 
$8,000? 

Mr. Fahey. Yes ; and $7,000 was to be credited to the depreciation 
of the plant, $7,000 per hull. Of course, the builders immediately 
declared to them that $7,000 per hull could not possibly meet the 
depreciation on these special facilities provided for this particular 
purpose. Figuring was done there and the answer of Mr. Coonley 
and the contract division of the wood-ship division and Mr. Hurley, 
at this conference, was that they proposed to give these builders ad- 
ditional contracts as fast as their ways were cleared, and that they 
could be assured that sufficient hulls would be given them to entirely 
absorb the cost in these yards at the rate of $7,000 per hull; that 
there was to be no cessation in the program ; that the program was 
to be pushed. The builders asked why it was not possible to specify 
that in the contract 

Mr. Edmonds. Who gave that assurance, Mr. Fahey, to you ? 

Mr. Fahey. It was givpn by the officers of the Fleet Corporation 
in Philadelphia. 

Mr. Edmonds. In writing? 

Mr. Fahey. No ; in this conference, but not in writing. 

Mr. Chindblom. Do you know the name of the gentleman who 
represented the Shipping Board at any of these conferences? 

Mr. Fahey. These gentlemen here can give them to you; yes. I 
might say on that, that the contract division people and the officers 
of the Fleet Corporation have repeatedly affirmed those statements 
before the board of trustees, and in the statement of Mr. Piez, report- 
ing to the board of trustees last March on this subject, will be found 
Mr. Piez's statement that unquestionably these representations were 
made and these understandings were given. And nobody is denying 
them. 

Mr. Chindblom. Oh, no ; I do not assume that, but if we can have 
the names of some of the representatives of the Shipping Board who 
were present at those conferences at this point, it would complete 
the record. 

Mr. Hyer. Mr. Coonley, Mr. Hurley, Mr. Ferris, Mr. McNitt, 
and Mr. Tibbets represented the Shipping Board and the Corpora- 
tion. 

Mr. Hardy. I understood you were just about to say that the ship- 
builders wanted that included in the contract and it was not ? 

Mr. Fahef. Yes; they wanted it included in the contract and they 
were told that it could not be done because they were considering 
redesigning that ship, and, moreover, they might substitute the 
Dougherty type ship which they were then experimenting with, a 
larger wooden type ship, and which has proven more successful; 
moreover, that the appropriations were not yet made to cover their 
extended program and they could not, therefore, incorporate? it in 
the contracts. But these assurances were given and they said the 
builders could depend upon them and they could go ahead. The 
builders accepted these assurances and went ahead. 

Now you will observe that the very fact that figure was to be allowed 
for (depreciation and assumed to be sufficient to meet it, carried with 
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it the thought and understanding that it meant something. Moi-e- 
oyer, if these builders had stopped then and there and they had in- 
sisted upon it, the Shipping Board would have been obliged to absorb 
the whole proposition right then and there to meet the situation. 

There was no hesitation, gentlemen, either on the part of the 
representatives of the Shipping Board or the representatives of 
the shipbuilders, for these negotiations and conferences went on 
right in the midst of the greatest period of excitement of the war, 
in the midst and immediately after the German drii^e when the 
whole country was in a high state of excitement over the situation, 
and any man, any ship builder, or anybody else who stopped for a 
minute or hesitated about doing what he was asked to do and not 
wait upon the order of how he was going to do it, would have been 
labelecl as a slacker and a traitor at once. There is no question about 
that. And that is the attitude in which eveiy one of these men stood 
at that moment in dealing with this situation. Xow, they were the 
men they were dealing with and who had kept their promises thus 
far and, moreover, let me direct your attention to the fact that as 
long as the war continued, those promises were kept, without solicita- 
tion on their part, as fast as their ways were clear, contracts were 
let to them for additional ships to be constructed on those ways and 
they went on with it. 

1" he war stopped, the contracts were canceled by telegraph and 
then the builders came to ask what would be done about it. Mean- 
while let me explain also that in the stress of the work of the Ship- 
ping Board, the attempt to handle it here in Washington at the out- 
set was unsuccessful and they were compelled to decentralize. They 
tlierefore created these district offices and set up in each of them a 
head of the fiscal division,* a comptroller, a district manager, a man 
at the head of the wood division and a man at the head of the steel 
division. They created a division of shipyard plants and a man in 
charge of that, having to do with all the machmery and equipment 
and installation everywhere, in yards and everything of that kind. 
And they gave large authority to those district managers and super- 
visors, so as to avoid the necessity of men coming constantly to 
Washington and Philadelphia to straighten out this, that and the 
other thing, which could not be straightened out. The contracts 
l>rovided that they would accept the instructions of these district 
officers, that they were given large latitude and power in determining 
costs and making allowances on plants, and all that sort of thing. 
For example, they contained a standard clause that: 

The costs shall include light, heat, x)ower, insurance, and any other expenses 
iippllcahle and necessary and made in connection with the work herein con- 
tracted to be donie, which are approved by the district supervisor or other duly 
authorized representative of the owner and shall include salaries of all officers, 
superintendents, managers, auditors, clerks, or other employees which are ap- 
proved by the district supervisor, or other duly authorized representative of 
the owner. The decision of the district supervisor, or other duly authorized 
representative of the owner on the questions in this paragraph mentioned, 
shall be final — 

and with the right reserved only in Philadelphia or Washington for 
appeal. 
Moreover, the contractor in the performance of the agreement — 

shall comply with and be bound by all legal directions and instructions and all 
decisions of the owner or his authorized representatives, and compliance by 
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the tjontractor with any such directions, Instructions or decisions shall be 
justification and protection to the contractor for any action so taken. 

These provisions, those arrangements, were accepted by these 
builders as meaning that they were to do what they were told to do, 
and to go on and present their charges and claims, for work hon- 
estly done, to those officials for proper adjustment. 

When the end of the war came, the builders had a conference in 
Philadelphia with Mr. Coonley, Mr. Schwab, and all of the heads of 
the departments there, pointing out to them what the agreements were, 
the promises made, and now " the program is being destroyed, and all 
the premises on which this thing was based have disappeared; what 
are you going to do about it ? " Their answer was that the matter was 
already being taken up with the board of trustees. And Mr. Schwab 
said to the builders that he was confident they could depend on the good 
faith of the Shipping Board and the board of trustees ; that he knew 
that this department, and no other department of the Government, 
would repudiate its formal obligations and its equitable obligations 
any more than its fixed legal obligations, and that he and the others 
knew what those circumstances were. It might be said, moreover, that 
Mr. Schwab and Mr. Piez and all of these officers had visited every 
section of the country during the progress of this program, and in 
conference with the builders and in public addresses and in speeches 
to the men reaffirmed repeatedly all that had been said with refer- 
ence to the continuance of this program and what the builders could 
depend upon. Moreover, evidence will be placed before you of in- 
stances of their requests and appeals for still further extensions 
during their visits to these properties and, in a large number of 
<;ases, they were made. 

Mr. Schwab took the matter up with the trustees. He immedi- 
ately afterwards resigned. Mr. JPiez was appointed in his place. 
The builders were asked to appoint a committee for conference. 
They did. They came down here and had a hearing, or a confer- 
ence, with the board of trustees, of which Mr. Donald was then 
acting chairman in the absence of Mr. Hurley. At the conclusion 
of that testimony the trustees gave assurance that immediately in- 
structions would be given to the officers of the Fleet Corporation 
for settling these accounts. They agreed as to what the facts were 
and as to what ought to be done. A division of cancellations and 
adjustments was created, men were placed in charge of it. They 
organized a special corps of auditors who were sent into the various 
districts, absolutely independent of the existing organization, so that 
an independent report might be obtained. The builders in every 
district were asked to file the figures of their costs. These figures 
were independently checked and. an elaborate piece of machinery 
began to work. They began to settle certain of these cases. 

Meanwhile, the board of trustees instructed Mr. Piez to try and 
prepare a plan which would facilitate the matter and would create 
a short cut, if possible, to arrive at some prompt solution, saving as 
much time as possible. Mr. Piez and the officers of the Fleet Cor- 
poration undertook to do that. It was then, Mr. Edmonds, that the 
device of three turns of the ways came up. They got the average 
-cost of shipways up and down these coasts, and they figured a certain 
cost per way, and their conclusion was that if they allowed the 
'builders the full fees for three turns on the ways, that is, three ships 
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on each way, it would approximately meet the situation and be fair. 
One of the great difficulties in the whole matter resulted from just 
that kind of thing, the attempt to invent some scheme that was 
going to apply everywhere. The defect in that scheme was that in 
some cases it would result in the Shipping Board paying far more 
money than it had any right to do or anybody had any right ta 
expect them to pay ; and in other cases it would not meet the situa- 
tion at all. 

Every one of these cases changes because of particular circum- 
stances, and you can not apply any standard rule that will be just 
in every case; I mean just both to the Shipping Board and the rest. 
All that can be done is to recognize certain principles of fairness and 
then the Shipping Board people must exercise their judgment in the 
application of tho e things. There is no other way in the world you 
can ever get this thing straightened out, in my judgment, except on 
such a basis as that, without somebody being overpaid and somebody 
else being underpaid. However, that report was presented by Mr. Picz 
to the board. It is fair to say Mr. Piez declared that he did net agree 
that it should be a fixed proposition, but that something along this line 
as a guide would be helpful. And the others agreed that was prob- 
ably so, and there would be no objection to that, accepting a thing 
of that kind as a general guide ; but to accept it in its entirety would 
be unfair to the Shipping Board in many cases, in my judgment, and 
frequently unfair to the builder. 

Mr. Hardy. I understand the judgment was reached that three 
turns of the ways of $7,000 

Mr. Fahey. $15,000. 

Mr. Hardy. The full fee was $15,000, but $8,000 of that went for 
profit and $7,000 for depreciation, which would make $21,000 for 
three turns of the ways. I understand that was considered an 
approximation to the average cost of those ways ; is that it ? 

Mr. Fahey. Yes. But there were certain other allowances made 
in there. That covered the ways. There were allowances for plant 
and other things, the detail of which I can not tell you, because I 
do not have it in mind, but that letter was never placed in the record 
to my knowledge. 

Mr. Hardy. It was undertaken to adjust the whole matter on a 
general basis instead of to adjust each specific case? 

Mr. Fahey. That is true ; at least, to lay a foundation for it or a 
guide. 

Mr. Chindblom. Another standard type? [Laughter.] 

Mr. Fahey. Yes. When that matter got to the board, Mr. Donald 
said he felt, the war being at an end and since they were at the time 
in close touch with the committees of Congress on the policy of can- 
cellations and what they were doing in stopping this work in various 
directions, that he would like to have the views of some of the mem- 
bers of the committees, with whom they were discussing these mat- 
ters, as to that policy. And our understanding is that Mr. McNitt, 
of the lea:al department, at Mr. Donald's instance, discussed that 
letter and that plan with members of the committees. I am not 
informed as to whom tho members were. I know it was taken up 
with certain members of the Senate committees; I do not know 
whether it w^as taken up with members of this committee or not. 
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But in any event, Mr. Donald and the trustees were satisfied and 
work was begun on this basis and settlements were made. 

They were proceeding very slowly when Mr. Hurley returned 
home and an appeal was made to Mr. Hurley to hasten the matter, 
in view of the fact that in many localities banks and creditors were 
pressing for settlement, some receiverships had already taken place 
and there was a great deal of excitement and difficulty. Mr. Hurley 
was unfamiliar with the matter and Mr. Hurley called another con- 
ference of the Shipping Board. That was along in March of last 
year. The personnel of the board of trustees had, by that time, 
changed. The first board included Mr. Rosseter, Mr. Day, Mr. Carry, 
and I do not recall who the others were. The board which took the 
matter up the second time included Mr. Stevens and Mr. Donald, 
Mr. Piez, and Mr. Hurley, who had returned. I might say when it 
first came up in the board Mr. Whipple, general counsel of the board 
then, and to whom the matter was entirely new, when it was pre- 
sented to the board, suggested that he would like to consider it from 
a legal standpoint and it was referred to him. The matter was dis- 
cussed at length with Mr. Whipple. Mr. Whipple also brought Mr. 
Dutch, his assistant, into the matter and there was an extended in- 
vestigation of it by them. Mr. Whipple, however, took the matter 
up with the division of cancellation and adjustments in Philadelphia. 
Mr. Whipple went over the process that was being followed with the 
division in Philadelphia, told them he believed that was the only 
practicable way to proceed and that they should proceed, and they 
did proceed. 

Following this hearing, the board passed a resolution of instruc- 
tions to Mr. Piez. This was the resolution of the board of trustees 
at their meeting of March 29, 1919 : 

Be80lved, That the director general be directed to settle as speedily as 
possible all outstanding matters with contractors for the construction and 
equipment of wooden ships at Atlantic and Gulf ports; that settlements be 
made on the basis of an equitable and reasonable interpretation of the obli- 
gations of the Emergency Fleet Corporation, allowance being made on said 
basis ; and that, in general, in ascertaining such costs and allowances, the board 
of trustees approve settlements according to the practices of business in fixing 
costs under similar cost-plus contracts, and as allowed by acts of Congress in 
similar cases, and according to rules and regulations of other Government de- 
partments in making settlements under similar war contracts; and that al- 
lowance be made for damages caused by the cancellation of contracts for 
ships, including damages, if any, of the contractors due to the continued oc- 
cupation of the ways and yard by the unfinished ships and materials and other 
property belonging to the Emergency Fleet Corporation. 

Mr. Dean. Mr. Chairman, may I interrupt there to say that that 
resolution was never passed by the board of trustees. It was sub- 
mitted, but never passed. 

Mr. Fahey. I was going to explain, as far as our knowledge in 
the matter is concerned, it seems that the record in the matter is 
imperfect. Mr. Hurley personally told me that it was passed. Mr. 
Piez told the builders that it was passed. Mr. Piez gave instruc- 
tions to the division to proceed on the basis of that resolution and 
they did proceed. Mr. Stevens drew that resolution and presented 
it to the board. Beyond that we only know what the trustees and 
the chairman told us, that it was passed, and that it was in effect. 
We were not in possession of or responsible for the records of the 
Fleet Corporation, but certainly the Fleet Corporation acted under 
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that resolution and has paid claims under that resolution and ad- 
justed contracts under it. 

Mr. Edmonds. Surely you do not expect us to be responsible for 
all Mr. Hurley stated do you? 

Mr. Fahey. No. 

Mr. Hardy. As a matter of fact, is not the resolution just? 

Mr. Fahey. What did happen to the resolution? 

Mr. Dean. After your statement before the Commerce Commit- 
tee, I went to the records of the board to see if that resolution was 
-ever passed. It was presented and discussed and it was then de- 
cided not to pass it as a formal resolution. 

Mr. Fahey. Is that in the records? 

Mr. Dean. The discussion on it is in the records. 

Mr. Fahey. Is there any statement that they did not pass it ? 

Mr. Dean. Since that time I have talked with Mr. Stevens, who 
has returned, vice chairman of the board, in regard to the matter, 
and he said at once, when it was called to his attention that it was 
not passed, and went on to sav that he was very much in sympathy 
with the resolution, as all of us are. This indicates what it was 
proposed to carry out, but it was not passed. 

Mr. Chindblom. Does the record show an agreement not to pass 
it, or does it merely show that it was not passed ? 

Mr. Dean. It was called to the attention of the board — ^my in- 
formation comes from the secretary — and it was decided formally 
not to pass it. 

Mr. Fahey. I ask from whom that information came ? 

Mr. Dean. The present secretary of the board, Mr. Flaherty. 

Mr. Fahey. He was not there. 

Mr. Hyer. They decided not to make it a matter of the record, 
but went ahead as it if were an established policy. 

Mr. Fahey. Pardon me, Mr. Dean, but Mr. Flaherty was not 
present at that meeting. Mr. Converse was then secretary of the 
l>oard. 

Mr. Dean. The secretary is not present during the whole of these 
meetings. Mr. Flaherty, the present secretary of the board, was 
then one of the assistant secretaries who did the work ; I mean, the 
man who was on the spot. The secretary is in and out of the meet- 
ing. Mr. Wrenn, the fellow who is now responsible for the meet- 
ing, is always there ; but at that time Mr. Flaherty was there. 

Mr. Fahey. Do I understand the record shows it was decided not 
to pass that resolution? 

Mr. Dean. The record does not say that the resolution was passed ; 
the record does say it was called to the attention of the board. In 
following that up, I learned from Mr. Stevens, who was present 
of course, and who had returned, that it was decided — ^this is his 
statement to me — it was not best to pass that resolution. 

Mr. Fahey. But did not Mr. Stevens call Mr. Piez over the long- 
distance telephone in Philadelphia and read that resolution to him? 

Mr. Dean. Very likely. 

Mr. Fahey. And ask him if he was satisfied with that resolution ? 

Mr. Dean. I should imagine he would do just that before he took 
it up. 

Mr. Fahey. Did he tell him it was passed ? 
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Mr. Dean. I do not think so. No; Mr. Stevens told him just what 
happened. He may have asked him about it and told him he was. 
in sympathy with it, but he never told him it was passed. 

Mr. Fahey. I think it would be interesting for the committee to- 
read the record on that. 

Mr. Dean. I would be glad to get that record, or to have Mr. 
Stevens come up here. 

Mr. Wright. Where did you get a copy of that resolution? 

Mr. Fahey. A copy of this resolution was given to us at Mr.. 
Stevens's oflSce. 

Mr. Bankhead. Who was it you said made a statement to the- 
builders or their representatives that this resolution had been 
adopted ? 

Mr. Fahey. Mr. Htirley told me personally the resolution was. 
adopted. Mr. Piez gave instructions to the division in Philadelphia. 

Mr. Bankhead. Written instructions? 

Mr. Fahey. I could not tell you whether they were written in- 
structions or not; I do not know. But Mr. Piez went in and told the 
division of cancellations and adjustments what the action of the 
board was and told them to proceed just as they had proceeded and 
how to settle these cases and they went on settling them on that 
basis. 

Mr. Edmonds. It is very possible Mr. Stevens talked the matter 
over with other people before he brought the resolution up to the 
board to see whether it was satisfactory and it may be possible a 
wrong impression got around in Philadelphia that it was passed and 
still it may not have passed. Still, we can see the record; Mr. 
Dean will bring the record up to us of the board meeting, and we- 
will settle the contra versy right there. 

Mr. Fahey. I know it was not on the record of the meeting the- 
resolution was passed. There is no record in that meeting of the^ 
resolution. 

Mr. Edmonds, No record in the meeting? 

Mr. Fahey. No record in the meeting of the board of trustees,, 
where, this thing was taken up, of the passage of any such resolution. 

Mr. Edmonds. That that resolution was not passed by the Ship- 
ping Board? 

Mr. Fahey. No ; they say that the resolution was passed, but it is 
not incorporated in the record of that meeting. 

Mr. Edmonds. How could it pass without being incorporated in 
the record, and where would it have any legal standing at all if it 
was not passed ? 

Mr. Fahey. I do not know. 

Mr. Dean. Records of the meetings of a board of that kind are 
kept very carefully. I mean the minute is kept, and that is part of 
the permanent record of the board. 

Mr. Edmonds. To settle the controversy, bring up the record and 
Mr. Stevens, both. 

Mr. KiNCHEiiOE. When did you ascertain that it was not passed? 

Mr. Fahey. We never understood that it was not passed. 

Mr. KiNCHEi/)E. I understood you to say you agreed the record ta 
show it was not passed. Were not you and those you represent per- 
sonally there? 
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Mr. Fahey. We heard that recently, when we were over to Phila- 
delphia, but this is a new set of officei-s and this whole matter is new 
to them, and they said they never saw this resolution or heard of it, 
and it was not in the record of that meeting as having been adopted. 
But a copy of it was in Mr. Stevens's office. 

Mr. Edmonds. That may be possible. I draw up bills and submit 
them to my friends to see whether they think they are good bills or 
bad bills, and yet I may never introduce them in Congress. 

Mr. Fahey. Mr. Edmonds, all we knew about the matter was this : 
We were told that the board had acted ; that it had passed a resolu- 
tion on the subject. I know that the division of cancellations and 
adjustments and the various men connected with it told the builders 
that they had these instructions based on thj action of the board, 
and they went ahead, and they negotiated contracts, and they set- 
tled contracts, and they went on settling contracts on that basis. 

Mr. RowE. For how long a period ? 

Mr. Fahet. Until last October; from last March until last Octo- 
ber they were settling cases on this basis and paying them. 

Mr. Edmonds. Were they ship cases ? 

Mr. Fahet. Yes ; and barge cases and tug cases. 

Mr. Edmonds. They have settled a lot of cases on the basis of what 
the bill asks us to do now ! 

Mr. Fahey. Yes; certainly. 

Mr. Edmonds. That is what you want us to do? 

Mr. Fahey. Yes. 

Mr. Bankhead. That was about the time Judge Payne came in ? 

Mr. Fahey. Yes. There were about some 60 cases pending before 
this board of cancellations and adjustments when this issue was 
made and Judge Payne gave the instructions which stopped them. 
Moreover, on the basis of these self same things, on the acceptance 
of this same principle, on the basis of the same kind of figures, esti- 
mates were prepared and were presented to the Senate committee 
of what it was going to cost to cancel these ships, and also to the 
Appropriations Committee. I have a copy of those estimates. 

Mr. Wright. There did not anybody build any yards or construct 
any ships on the face of that resolution? 

Mr. Fahey. Oh, no. 

Mr. Wright. The work had already been done? 

Mr. Fahey. The work had already been done. 

Mr. Edmonds. Just at that point I would like to ask Mr. Dean to 
supply us a list, if not incompatible with the public interest, of the 
ship cases settled, the basis they ^ere settled on, whether they took in 
any of the yards and what was given for the yards, and also just the 
general details of all your wood-ship contracts and what was done 
with them, how many are still pending, and how many are closed, 
and where an amortization of the yard took place — what happened. 

Mr. Dean. This may delay matters quite a little if we have to get 
that information up. 

Mr. Edmonds. The information will be somewhere; certainly you 
can not hope to pay money without you have some reason for it. 

Mr. Dean. I should be very glad to prepare a statement for you. 

Mr. Fahev. May I say on that very point, Mr. Edmonds, and it 
may serve to clarify the situation in some respects: In innumerable 
cases here, if the yards had been paid claims for the extras and 
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the outside work they did, this matter of amortization would not have 
come up at all, was not necessary. But they have been held up and 
thousands and thousands of dollars worth of claims passed by one 
official have been refused by the next all up and down both of these 
coasts for work actually done. 

Mr. Edmonds. In other words, they had a bumper; they ran up 
against officials on the hill ? 

Mr. Bankhead. Mr. Dean, as a matter of fact, the Shipping Board 
did settle some of these war contracts for wooden ships on the basis 
of recognizing amortization of the plant and machinery, profit, and 
labor loss? 

Mr. Dean. That a certain substantial number of cases were settled 
is a fact, as he states. How far amortization was taken into that set- 
tlement I have not yet been able to determine. One thing that was 
rather unfortunate is our change in personnel in dealing with this 
very matter. For example, Mr. McNitt, who was also down there, and 
I suppose knows more about the wood-ship end of the business than 
anybody else, is no longer there. He used to be our general counsel, 
and he has left. Also Mr. Levy, chairman of the cancellation board. 

Mr. Edmonds. You could get him? 

Mr. Dean. Yes. 

Mr. Edmonds. Then, you said there was somebody who knew more 
about it than anybody else ? 

Mr. Dean. That is Mr. McNitt. He is in Chicago. Mr. Levy is 
available. 

Mr. Fahey. Mr. Chairman, I wonder if I might answer the ques- 
tion of Mr. Bankhead. That question is pertinent. Mr. Bankhead 
asked if in these cases settled under the instructions given by the 
board consideration was g^ven to paying for special fecilities pro- 
vided ; I mean, a depreciation item to take care of that. Let me say, 
as I started to say to Mr. Edmonds a few moments ago, that in many 
instances the allowance of proper damages to claimants very much 
reduced that particular item and it did not make it of moment. I 
mean there were cases where it was taken care of by the $7,000 ; but in 
other cases it was not sufficient, and the contract said that an allow- 
ance is made for depreciation. 

Mr. Bankhead. The contract of settlement ? 

Mr. Fahey. Of settlement. In this hearing of March 25, to 
which I referred, Mr. Hurley, with the builders clamoring about 
delay in dealing with these things, declared that the builders 
were partly at fault themselves; that they should get their cases 
prepared and get them up to the board over there, and if the 
board did not deal with them promptly he personally would 
see that the^ were dealt with. A number of the builders present 
called attention to the fact that they had reports which the auditors 
and invesigators of the Shipping Board had dealt with months be- 
fore and they could not get any action on them. Mr. Hurley had a 
couple of those cases taken up and discussed there. One was the 
Beaumont Shipbuilding Co., of Beaumont, Tex., represented by 
Mr. J. W. Link. Mr. Link had his case in hand and, as I recall it, it 
was thought complete, and had been for a long time, but he could not 
get anybody to act on it. That case was explained. It was one of 
Qiose that the chairman asked should be taken up with the cancellation 
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board, and the method of handling that ca^, the allowance made, and 
the settlement made could be used as a test of the instructions given. 
T mean they could use that as an example and on that basis proceed. 
That case, I understand, was settled fairly and satisfactorily. And 
you will find it does include allowance for depreciation with other 
claims. That case was closed up and paid. It is a fact that that 
contract was closed after weeks and weeks of discussion, and then 
it was promised it would be paid the next day, and 1 think two or 
three months elapsed before it was paid. Following that, you will 
find many others of like character where the same principles were 
applied, and those contracts were approved and signed by Mr. Ack- 
erson and came over here to the board of trustees, and the board of 
trustees had its representatives on that board, representing it, during- 
the discussion of those contracts. Mr. Lloyd was sent to Philadel- 
phia for that purpose, and he sat there watching the negotiations 
on the contracts, of the terms, and they were settled and settled sat- 
isfactorily. I would also like to direct your attenion to the fact, 
gentlemen, that on that same basis, in June, following all of this 
discussion, these estimates were prepared, and you were asked to- 
supply the money to settle them on that basis, and you did supply 
the money to settle them on that basis and provided more than was 
necessary. 

The Chairman. That was in the Appropriations Committee? 

Mr. Fahey. That was in the Appropriations Committee. 

The Chairman. Not in this committee? 

Mr. Fahey. No. All the estimates, covering every yard in the 
lot, the number of ships canceled, and what it was going to cost to- 
settle in each particular case is shown in the report. 

Mr. Hardy. You mean on the basis of that resolution ? 

Mr. Fahey. In accordance with those terms and what they were 
doing in Philadelphia. 

Mr. Edmonds. Of course, that was only an estimate made before 
the Appropriations Committee of what they thought they might have 
to do to clean up. 

Mr. Fahey. The men in Philadelphia who were doing this work 
and who figured together on the basis on which they were then using^ 
made these estimates. 

Mr. Kincheloe. What reason did Judge Payne give for stopping 
the adjustment of those contracts? Did he think the Government did 
not legally have the right to do it ? 

Mr. Fahey. Judge Payne's position was, there was a legal ques- 
tion, and so long as there was a question about the matter he wanted 
instructions. These cases were in process of settlement. A new set 
of men came in; they started to organize a new plan for dealing with 
them. In other words, they started the creation of district Ixmrds. 
Then the question of written instruction to those district boards 
(who had not dealt with the matter previously) came up. It was 
then that thOT went to the record looking for that resolution of in- 
structions. The men who were in charge at that time were all out; 
most of them in the division of cancellations and adjustments, who 
were handling this matter, had resigned, and the entire board of 
cancellations and adjustments had changed three or four times* 
There was nobody there who was familiar with this thing at all. 
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Mr. Hardt. Is it not probably the fact that the present Shipping 
Board doubts its legal authority to adopt methods and rules of pro- 
cedure without action by Congress ? 

Mr. Fahey. It does. 

Mr. Hardy. In other words, when they made the contract, they 
made it under the then existing conditions. They have no law au- 
thorizing them to go through any form of settlement in case the 
whole thing fell through. Sfow they ar« up against the condition 
that they had authority to make the contracts, but they have no 
stautory directions as to how to settle when the contracts are can- 
celed. 

Mr. Fahey. That is true. 

Mr. Hardy. And they simply lack the authority to adopt a bind- 
ing system or a binding rule. And is it not probable that this resolu- 
iton, when it was introduced, was not put on record for the reason 
that they did not have the authority, but it was acted on as the sensi- 
ble thing to do and the equitable thing to do ? 

Mr. Fahey. I think the point was there was a difference of opinion 
gis to their authority, Mr. Stevens, a member of the Shipping Board, 
has always said there was no question of the authority. 

Mr. Hardy. Right there: Is it not possible that, there being a 
doubt about their authority, they concluded to act on the resolution 
without putting it on the record ? I confess I do not know whether 
they have the legal authority to settle those cases at all or not. 

Mr. Fahey. In any event, gentlemen, when it came up to Judge 
Payne, Judge Payne said : " The war is over, and in any question in 
dioubt of this sort, I feel that I prefer to have instructions from 
Congress." 

Mr. Hardy. I think he is preeminently right. 

Mr. Edmonds. The only authority ever given was in that bill we 
passed, that contained quite a number of different classes of requisi- 
tioned ships and so on, but the authority to settle these contracts was 
never delegated by the President to the Shipping Board. The re- 
sult is they have virtually been acting by themselves and, as near as 
I can get it (and I am not questioning the fairness of the thing at all) 
I think in all probability these men went to a great deal of trouble 
and a great deal of expense, and they are entitled to some considera- 
tion. 

Mr. Hardy. And if there is a lack of authority on the part of the 
Shipping Board to do any legal, binding settling, we ought to give 
it to them. 

Mr. Edmonds. Yes ; but we ought to tell them how far to go. 

Mr. Hardy. We ought not to standardize the question; I am 
afraid of standardizing the question. 

Mr. Edmonds. I do not think there should be any standard, but we 
want to know how far it is fair to go. They can settle everything 
but one question and that is the question of the yards. 

Mr. KiNCHELOE. Let me ask right there, Mr. Edmonds: Whsit is 
the position that the Shipping Board takes about this bill? Are 
they for or against it ? 

Mr. Edmonds. As I understand the matter, everything else is satis- 
factory to them and they can settle it, but when they come down to 
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the question of tlie cotst of the jards, that would have been made up 
by a completed program as promised; is not that it? 

Mr- Fahey. That is not altogether the case, because there are three 
classes of cases here. 

Mr. Edmonds. I know, but tliey are willing to settle with you for 
two classes. 

Mr. Fahet. Yes ; but there are a lot of them that come under the 
third. There is a lot of confusion about that. There are no end of 
claims for extras under some contracts which, if not paid, you can 
take care of the depreciation on the yard, and the builders are still 
bankrupt. I mean they have done the work and paid for the ma- 
terial and paid for the labor, and they have not gotten it back. 

Mr. Ed3ionds. Is not that returnable? Do they not agree in the 
contracts, as far as they are concerned, to pay back that money ? 

Mr. Fahey. The contracts are most indefinite on some oi those 
things, and the order has been that the United States Shipping Board 
men were to construe these contracts on the strict legal technicalities 
of the contracts. 

Mr. Kinciieloe. I want to know the attitude of the chairman. 
I presume eventually some of the members will testify here before us. 

Mr. Edmonds. Oh, yes. 

Mr. KiNCHELOE. Then, we can get that at some future time? 

Mr. Edmonds. Let me ask the witness a question there. You stated 
most of these men are in a position of being bankrupt if these matters 
are not settled up. Is that so? 

Mr. Fahey. i es. 

Mr. Edmonds. That is, as far as the ship companies are concerned, 
but it would not bankrupt the individuals? 

Mr. Fahey. In some cases there is a personal liability in addition 
to the company's. 

Mr. Edmonds. Are they carrying that enormous indebtedness? 
Here is a case here where it is said it will take $900,000 to settle. Are 
they carrying that through the banks ? 

Mr. Fahey. They have included in those figures, Mr. Edmonds, if 
I am not mistaken, the cost of charging off the Shipping Board's 
losses on canceled hulls, and all that sort of thing, as well as the build- 
er's side of it. That is the total figure involved. 

Mr. Edmonds. It would not be the amount of money to be paid to 
the shipbuilding company at all? • 

Mr. Fahey. I do not know how much is going to the shipbuilder. 
1 think only $100,000 or so. 

Mr. Hyer. Only $185,000 that we have borrowed. 

Mr. Edmonds. Have they paid you what they said tliey would? 

Mr. Hyer. No; they would not settle in full — the $185,000 in dis- 
pute — and that represents money we have borrowed at the bank. 
And, talking about being bankrupt, we will all be bankrupt', and I 
think some of us will be in jail if we do not get these claims paid. 
[Laughter.] 

Mr. Fahey. To further answer your question, there are innumer- 
able cases here where the yards are indebted to the banks and are on 
paper up to three or four or five hundred thousand dollars. 

Mr. Edmoxds. And that indebtedness, if this was cleaned up, would 
be taken up ? 

Mr. Fahey. Yes. 
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^ Mr. Edmonds. There is another thing I want to ask in that connec- 
tion. Are these companies mostly close corporations, or are they com- 
panies in which stocks and bonds have been sold ? 

Mr. Fahey. As far as I know most of them are companies in 
which stocks and bonds were issued, and the people of the community 
were asked to come in and subscribe. 

Mr. Chindbiom. And the stocks and bonds are pretty well dis- 
tributed, are they, throughout the country, or in the immediate 
locality ? 

Mr. Fahey. I could not tell you al>out that. Mr. Lyle says in the 
immediate locality on the Pacific coast. They did it at Seattle, 
Spokane, and Tacoma and those cities out there. 

Mr. Edmonds. Was there much )vater in those stocks; did the 
stocks represent anything at all? 

Mr. Fahey. I do not think so ; but the problem involved here has 
nothing to do with that; there is nothing but the actual cost of 
facilities involved, so far as investment is concerned. 

Mr. Edmonds. Have they proven the cost of the yards? 

Mr. Fahey. Yes. 

Mr. Edmonds. They do not attempt to bring in any outside mat- 
ters? 

Mr. Fahey. Oh, no. Judge Payne stated before the Senate com- 
mittee there was no difficulty in that direction ; it was a simple mat- 
ter to find out the cost of the yards and what they are worth to-day. 
So far as that item is concerned, that is all right. In the case of 
many of these claims for extras for other kinds of work there is 
no greater difficulty about finding out the facts; but the difficulty, 
from the strictly legal standpoint, is that often there are instructions, 
letters and orders from district supervisors, and telegrams, which 
they exclude from consideration in construing the contract, saying 
that technically the contract does not cover the matter. The Ship- 
ping Board has said under these circumstances, "We are not war- 
ranted in paying a cent except that which comes within the abso- 
lutely strict interpretation of these contracts." 

Mr. Edmonds. I think Judge Payne is absolutely right, but then, 
of course, he is perfectly willing, I presimie, if he gets the authority, 
to go as far as Congress will go with him, 

Mr. Fahey. Certainly. 

Mr. Edmonds. I think he is absolutely right in the stand he has 
taken, because I certainly would not take his position and take the 
responsibility of spending $49,000,000 or $50,000,000 of the tax- 
payers' money without authority. He would certainly be under 
severe criticism about it if he did it. 

Mr. Fahey. On that point I might say that the chairman, when 
this issue first arose, realized the emergency character of it because, 
gentlemen, you remember this thing has been hanging fire with 
most of these men for over a year, their yards are closed and they 
are receiving no money whatever from this thing. Their organiza- 
tions have been scattered to the four comers of the earth, they are 
unable to salvage the plant and get that much back out of it, and 
their creditors are on their necks. 

Mr. Edmonds. They all look fairly well. 

Mr. Fahey. They are, in looks. 

Mr. Chindblom. The sufferers are probably not here in person. 
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Mr. Hardy. As a matter of serious consideration, the whole thing 
looks to me like it presents a very strong plea to our sense of justice. 

Mr. KowE. We want to help them and they did the same thing in 
the Army and the Navy. We authorized both the Army and the 
Navy to pay bills where they did not even have a contract. 

Mr. Edmonds. That case was a little different from this. Here is 
a case where they made a contract with a man which could be strictly 
interpreted and, in ordinary times, would be upheld. Of course it 
was the extraordinary times that made the trouble. In the Army, 
those men had no contracts at all ; they were simply told to go ahead 
and do this work, and they never got the contract. 

Mr. EowE. There are lots of cases just like this. 

Mr. Fahey. We have cases of ships actually built and launched 
before they got a contract, and we are prepared to present them to 
you. 

Mr. Edmonds. And at some places they built their shipyard on 
dry ground, I believe, and then built the water up to it. 

Mr. Fahey. That is not strange. 

Mr. Bankhead. Are you in a position to give any approximate 
estimate of money that it would take to settle these claims, includ- 
ing the claims for extras, etc. ? 

Mr. Fahey. I am not, except what some of the men in the division 
of cancellations and adjustments have told me as their estimate. 
And they ought to know if anybody does. And their figure was it 
would be about $15,000,000 or $16,000,000 out of the $49,000,000 that 
was appropriated. 

Mr. Chindblom. That appropriation was in the sundry civil bill? 

Mr. Fahey. That appropriation was in the sundry civil bill of 
1920. And the second hearmg includes all of the estimates to which 
I have referred. I started to say, when this problem came up. Judge 
Payne, anxious to do what he felt he could do to relieve the situation, 
indicated that if he might have the expression of the sentiment of the 
House and Senate committees, with which he was working on this 
subject, he would be ready to act and he indicated that a resolution 
of this simple character would be sufficient. The resolution reads : 

Whereas an expression of the Commerce Committee (that meant the Com- 
merce Committee of the Senate and the Merchant Marine Committee of the 
House) regarding the basis or plan of adjusting the claims of those who had 
contracts for the construction of wooden vessels is desired by the United 
States Shipping Board, therefore 

. Be it resolved, That it is the sense of the committee that, disregarding the 
strict legal technicalities, such settlement should be made on a fair and equit- 
able basis. 

Judge Payne said if this committee was ready to give him an ex- 
pression of views to that eflFect he was ready to proceed and settle 
these cases without any further delay. 

Mr. Bankhead. He wants to put the responsibility on those two 
committees. As far as I am concerned, I want the responsibility on 
Congress. I would not care, personally, to assent to a thing like 
that. 

Mr. Fahey. That proposition was discussed by the members of 
the Senate committee with the result that they expressed the opinion 
that was not the practical way to deal with it — ^that the resolution 
should be enacted into law. And so Senator Jones drew a bill and 
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presented it in the Senate on the day the Senate adjourned ; he ex- 
plained that he did that for the purpose of getting something into 
the record which could be discussed and on which hearings could be 
held. The same bill was introduced over here and it is that bill, as 
amended in the Senate committee, which is under discussion here. 

Mr. Bankhead. What is the status of the bill before the Com- 
merce Committee? Have they reported it to the Senate favorably, 
or have they reported it at all ? 

Mr. Fahey. The Senate committee had a hearing on the bill last 
Saturday. Various amendments were presented and have been 
printed, offered by members of the committee, and the committee now 
has the bill in hand. 

Mr. Bankhead. It has not been reported yet? 

Mr. Fahey. No ; the hearing was held only last Saturday. 

Mr. Hardy. Is that the same bill that we have here now ? 

Mr. Fahey. Yes. 

(The committee thereupon took a recess until 2 o'clock p. m.) 

after recess. 

The committee reconvened, pursuant to the taking of the recess, at 
2 o'clock p. m. 

STATEMENT OF MR. JOHN H. PAHEY— Continued. 

Mr. Fahey. Gentlemen, to resume and summarize the statements 
of this morning, as we have pointed out to you this work was begun, 
the actual building of yards, and in many cases the actual construc- 
tion of ships without waiting for any written contracts on the basis 
of letters giving assurance as to the sort of contracts that would be 
given. 

The Chairman. Can you produce those letters? 

Mr. Fahey. Yes ; we have put some of them in the record already, 
Mr. Chairman. The others the builders will present. From the out- 
set, the emergency character of these ships and the emergency char- 
acter of the yards was recognized, the fact that these so-called yards 
were temporary and at the end of the constiniction would be worth 
very little — only the difference between what they cost and what 
could be realized, on them for any other purpose or for salvage pur- 
poses. We have made it clear that the builders went ahead under the 
kind of contracts given them and the representations and promises 
made to them. Throughout the entire experience the general pur- 
pose of the Shipping Board, in its arrangement with the ship- 
builders, was emphasized in every direction — the creation of a bureau 
of publicity ; a bureau of welfare ; the system under which Dr. Eaton 
and scores of speakers was organized and sent the rounds of the yards ; 
moving pictures indicating the pressing necessity of ships above 
everything else ; the establishment in these centers of schools to train 
workers to build these wood ships, because there were not enough 
men available for the work; the reserve labor department, which 
conducted a i^ation-wide campaign to enlist men for shipyard serv- 
ice and enrolled some 250,000 men who were willing to go to the ship- 
yards to work as they were wanted. In addition to that, certain 
exemption bureaus were set up in these districts in order to get the 
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better class of men in to do the work, and everywhere in all of this 
assurances were given to the workers and the builders of steady em- 
ployment and the carrying out of a completed program. 

Now, those representations are not confined to one or a few builders 
or to a few occasions ; they were repeated and continuous throughout 
the whole thing from beginning to end ; they were the essence of the 
whole situation. And the reason for it is apparent. Certainly none 
of these builders could have been appealed to to go out in their com- 
munities and to ask the financial support of their neighbors and 
their friends and the public generally to build yards and to build 
ships on the theory that they would have to swallow the cost of the 
yard at the end of the contract and stand a loss of $200,000 or $300,000 
for their efforts. It never was contemplated in any way and there 
never was any suggestion of any such thing. 

We have likewise pointed out that, as this problem has been raised 
and has been dealt with, it has been passed upon by one board of 
trustees which established a policy and gave instructions on the basis 
of which the division of cancellations and adjustments went ahead; 
it was again passed upon by an entirely different board of trustees 
which concurred in the same conclusion and again gave instructions 
on the basis of which they resumed operations; that under the 
authority given in both of those cases the claims in the cases investi- 
gated and presented until October were settled and paid, and on a 
basis satisfactory to the builders, so far as we know. We have pointed 
out that the employees of the Emergency Fleet Corporation, charged 
with following up this matter, made estimates in these cases, pre- 
sented them to Congress, and appropriations were provided for the 
purpose of settling, and that they were more than ample; that so far 
as settlements have been made thus far, to the best of our information, 
in each case, somewhere around 25 per cent of that set aside for the 
settlement has been absorbed. The Shipping Board, of course, by 
the cancellation of these contracts, saved, in the first place, $125,000,- 
000, and because of the fact that settlements so far do not absorb 
the amounts estimated that saving will be still larger than was at first 
expected. 

Now, what are the builders, so far as they are concerned, asking 
in this matter ? They are not asking for gratuities, they are not ask- 
ing for charity, they are not asking that the door be opened to the 
presentation of endless fictitious claims here; they are not asking 
that extravagant salaries be absorbed because, in this type of yard, 
these operations, they are comparatively modest as compared with 
the great steel yards and othter types of yards. None of that ele- 
ment comes into the matter at all. In many, many cases no salaries 
were allowed or paid. In no cases of which we have any knowledge 
were more than the normal modest salaries paid, ranging from 
$3,500, $3,600 to $4,000 and some as high as $6,000 to $7,500 m some 
of the very largest yards. 

Now a policy was established here • settlements were made in ac- 
cordance with that program and adjustments have been made to 
those builders. The builders who have not been dealt with are ask- 
ing only that they be dealt with on exactly the same basis; no more, 
no less. They are not asking for prospective profits or anticipated 
profits, or for work that is undone. They are asking only that the 
promises and representations on which they went into this enter- 
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prise and continued in it throughout the war, responding to every 
order and to every request that was made of them without the slight- 
est hesitation, that in all honesty and good faith those representa- 
tions and promises should be kept, just as they have been keeping 
them thus far. They are not asking that they be accorded different 
treatment from that that has been extended, and where the law was 
not suflScient you gave the necessary authority in every other depart- 
ment of this Government in the Army and Navy and all of the others. 
They are therefore making the statement that their claims, if met to 
their satisfaction, would care for only the same items as have been 
allowed already by the Shipping Board and have been taken care of 
by all other Government departments. 

The board has suggested that direction should be given as to th<) 
method of meeting the differences between the cost of these plants 
and their present value and, by that, we mean their value whether 
it be scrap value or whether they are available for some other use. 
As Chairman Payne has indicated to the Senate committee, it is 
easily possible to get at that.. I should like to point out that in the 
beginning under the contracts and the representations made, if 
they had been carried out, these yards would have been paid for in 
full for their plants and not merely down to their present value and 
all of the fees and depreciation provided for in the contracts would 
have been clear profit. When the change was made to a fixed fee 
contract a specific sum was set aside for depreciation, to wit, $7,000 
per ship. As this bill stands, and the builders raise no objection 
whatever to that phase of it ; the suggestion is that it be clearly set 
forth as to how the allowance between the cost and present value shall 
be arrived at. This w^ould mean to take the plant cost (which the 
board says may readily be determined), what its present value is, 
and apply the fees per depreciation set forth in the contracts. The 
bill also says that no payments are to be made for work not done or 
for ships not built. Of course it has been held that in the case of 
hulls canceled without a cancellation provision the builders could 
set up a claim for damages and would have to be paid those fees in 
full. They are not asking that. 

Mr. Fahey. Exactly. We maintain this: That if the man de- 
livered 10 ships, that were accepted and wei^e satisfactory, he ought 
to be paid the minimum fee which his contract provided, which is 
about If per cent of the cost of the work, and which, incidentally, 
is a lower compensation than was allowed in any class of Govern- 
ment work done in connection with the war and a lower percentage 
than anybody would think of doing work on any kind of a private 
contract. On the other hand, if a man delivered but one ship, and 
only rendered that measure of service, he should be compensated 
only for that. For the service he rendered each should be compen- 
sated and for no more than that. Anything else would be very 
unfair, because, you know, they have already followed that policy 
in the cases already settled. Moreover, you have followed that 
policy in cases where you have supplied them all of the capital 
and paid every dollar of the expense, and you have settled in full 
months and months ago. Beyond that these builders did place 
their facilities at the disposal of the Government without let or 
hindrance, and proceeded, as we have explained here, and did not 
stop to quibble about it, and certainly should not be penalized 
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because they acted on the "promise^ made to them and had faith 
in the Government and in the men they were dealing with, as against 
many, many yards engaged in private enterprise which refused to 
place their facilities at the disposal of the Government, who kept out 
of it entirely, and, I understand, built schooners and other types of 
ships and made enormous profits out of them. If these men had 
used their facilities, if they had gone ahead on merely private enter- 
prises and built for private purposes, they would have made large 
sums of money, as all of them did who did use their facilities in that 
way. 

We fui*ther desire, gentlemen, to present the suggestion to you that 
we hope this problem may be dealt with as expeditiously as possible, 
at the same time giving due consideration to the entire question, for 
many months have elapsed and the difficulties that these builders 
have to contend with are becoming more serious every day. Prompt 
action is essential to save unnecessary expense to the Shipping 
Board and to the builders and to all concerned, and, therefore, we 
earnestly hope that the bill will be dealt with very soon. 

I think that is all that is necessary for me to say in summing up 
this matter, unless there are some questions you desire me to answer. 
Supplementing the explanations made here, we would like to have 
two or three of the builders who have typical cases, the very cases 
presented with the recommendations of the contract board to the 
chairman and disallowed for the purpose of making this issue, we 
would like to have those gentlemen who are present tell you some- 
thing in detail of the situation affecting their yards and of the 
figures involved in that discussion. That means two cases on the 
Atlantic coast, and there are two or three gentlemen here from the 
Pacific coast, their problem being slightly different from that here. 
The result would be it would get the whole problem before you. 

Mr. Chindblom. I want to ask whether you have in mind, and, 
if you have, if you would care to mention any typical cases where 
a settlement has, in fact, been made, so that we might ask for the 
particulars in regard to such a case and get them sooner than we 
can get the entire report of the settlements so far made? 

Mr. Hardt. In other words, Mr. Chindblom wants a case of set- 
tlement put in the record so that we can have it for comparison. 

Mr. Chindblom. Yes; have it for comparison, which would in- 
volve the different elements in your cases, or should you have two 
or three different types of cases you may have one or more such that, 
instead of waiting for the report which was requested and promised 
this morning, we could take such a case and get a complete report on 
that to see just what was actually been done before objection was 
raised to going ahead on those settlements. 

Mr. Fahey. I have pointed out that following the hearing by the 
board of trustees in March, there were a couple of cases up at that 
time that were more or less test cases, and those which are disposed 
of and settled. I know one of those was the Beaumont Co., of which 
Mr. Dean has a memorandum. I should think that the settlement 
contracts in that case would disclose the facts there. Another — I 
think the name is McOammon — ^that is another barge case. Still an- 
other was the Midland Bridge case at Houston, Tex. That was also 
dealt with. 
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Mr. Hardy. Would that Beaumont case, for instance, illustrate all 
the provisions of this bill and show its application ? 

Mr. Fahey. I should think so. 

Mr. KiNCHELOE. Was that a lump-sum case — ^the Midland Bridge 
Co.? 

Mr. Fahey. I could not tell you ; partly lump sum and partly fixed 
fee, I think. I think he had both thei'e; it was a merging from one 
and taking up another, I think; but I do not knoAv. 

Mr. Dean. Might I suggest that I take those three cases and get 
the record in tliose three cases as a basis of settlement and have them 
here the first thing in the morning with somebody who is sufficiently 
familiar with them to explain them. 

Mr. Hardy. Is it your understanding, Mr. Dean, that they were 
settled along the lines of this bill ? 

Mr. Dean. Along the lines that they desire to settle them ? 

Mr. Hardy. I say, along the lines of this bill ? 

Mr. Dean. Yes; in general, along the lines of this bill. 

Mr. Fahey. Mr. Ather, of the Division of Cancellations and Ad- 
justments 

Mr. Dean. He is no longer w^ith us. 

Mr. Fahey (continuing). Handled many of those cases. I would 
think, however, that Mr. Levy can probably give you the details of a 
great many of those things. I think he will know exactly that. 

Mr. Hardy. Where is Mr. Levy now ? 

Mr. Dean. He is at the Hog Island yard. 

Mr. RowE. He is to be here to-morrow at 2 o'clock. 

Mr. Fahey. I think you will find, gentlemen, that in some of these 
cases, in the adjustment, sums were allowed for depreciation or some- 
thing of that sort or else fees due on ships that had not been con- 
structed ; but, especially, that allow^ances were made for depreciation 
in one blanket sum, instead of dealing with the whole lot of indi- 
vidual damages. For example, the question of damage on account 
of these hulls left standing on the ways; here is one yard after an- 
other where two or three ships have been standing on the shipyard 
ways for a year. Now, what is the measure of damage there? It is 
not easy to figure. In the first place, of course, you can not say 
that the measure is what you would pay for storing those hulls some- 
where else, because they could not be taken anywhere else to be 
stored. Iil the second place, they can only be stored on shipwa^^s, 
and they have been standing there. And every day that they remain 
thus, tKeir great weight is destroying the value of those ways, and 
if there was ever any chance to use them for any other purpose, if 
the builder had any opportunity to build a schooner or anything else 
on them, he was deprived of that opportunity. 

Meanwhile, also, during all of this period in many, many cases 
the entire property has been standing idle and nothing being done 
with it, simply with the g\iards and clerks about. And, of course, 
meanwhile this machinery and equipment is steadily declining in 
value, and he can not do anything with it ; he can not dispose of it, 
and he can not move it ; he can not do anything. Even while these 
things are in controversy if you try to sell off your mules, that are 
eating their heads off, there is a row about it right off. So in many 
of these directions the question of damages is very indefinite, and I 
have the impression in a desire to apply some method that was fair 
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and that would get a result that they have in a good many cases 
jBgured out this depreciation item and made that the measure plus 
the fees that the man actually earned. 

Mr. Chindblom. And then lumped it all ? 

Mr. Fahey. And tried to lump it in that way ; yes — I mean, tried 
to arrive at what the damage was and then to adjust it. 

Mr. Hardy. I will ask you one question : It was Mr. Payne's idea 
that if the members of this committee would express their own will- 
ingness and approval of his taking charge and settling this thing, 
that that would enable him to do it. So he really, while very doubt- 
ful, perhaps, of his authority, felt sufficiently sure of it, if the com- 
mittees agreed with him, that he was willing to go ahead without 
any bill at all ? 

The Chairman. , I wrote him a letter and authorized him, as far as 
I was concerned, to go ahead. 

Mr. Hardy. He would have my support and sympathy in it; but, 
as expressed by one of the members of the committee, it would be the 
more appropriate thing for the entire Congress to do. The only 
trouble with that is that while we dillydally and fool around people 
are really suffering great losses. 

The Chairman. That is very true, and it goes to both branches. 

Mr. Hardy. And it may be three months before we can do it. 

Mr. EowE. I think if we come near enough to agreeing to the 
Senate's bill when we take it up in executive session perhaps we 
could go back to the Senate committee and say, " Now, can not you 
meet our requirements, so that we will have less adjusting when it 
has been passed by both Houses ? " 

Mr. Hardy. So far as I am concerned, I will do it. 

Mr. EowE. 1 agree with you, Mr. Hardy ; if it is possible, we ought 
to get it through within a week or so ; and now that it has gone as 
far as this, I doubt very much if the Senate committee — and I do not 
know that we ought as members of the House committee — ^let Judge 
Payne depend upon our judgment. 

Mr. Hardy. If he made a settlement, I would be one to defend it 
on the floor, if he made a just settlement; I do not care whether we 
have a law now or not. But as long as it is in the shape of a bill, I 
think it ought to be dealt with and put through quickly. 

Mr. EowE. Yes. 

Mr. Fahey. Two typical cases were presented by the contract 
board to Judge Payne for the purpose of making an issue, his idea 
being that he would go over those recommendations and would say 
what he felt he could allow, and he would disallow the rest for the 
very purpose of bringing this thing up and having it in a shape 
where it was clarified. One of those cases was a cost-plus fixed fee, 
referred to this morning, the Tampa Dock Co., of Tampa, Fla. The 
vice president of that company will be here presently and make a 
statement. The other case was that of the York River Shipbuilding 
Co., at West Point, Va., a lump-sum case, that the board likewise 
went into and investigated; made a voluminous report on it and a 
recommendation for settlement, and it was presented to Judge Payne 
and was disallowed. Mr. Look, the vice president of that company, 
and the head of it, is here and will explain that case. I might say 
that Mr. Look is a contractor and engineer of long experience who 
has been engaged in great public contracts and railroad contracts, 
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and all that sort of thing, in various parts of the country, and has 
had long experience ; and that he and the gentlemen who undertook 
this enterprise did it at the direct solicitation of the representatives 
of the Shipping Board under circumstances which he himself will 
explain. 

STATEMENT OF MR. M. J. LOOK, OF KINGSTON, N. Y., REPRESENT- 
ING THE YORK RIVER SHIPBUILDING CORPORATION. 

Mr. Chindblom. Wliat is your present business connection, Mn 
Look? 

Mr. Look. My connection with the York Eiver Shipbuilding 
Corporation is as chairman of the executive committee of the board 
of directors. 

Mr. Chindblom. Was that a company engaged in shipbuilding 
before the war ?' 

Mr. Look. No, sir. Connected with this company, outside of 
Mr. Clergue, myself, and Mr. Winston, were residents of Eichmond, 
Va., and that vicinity. In April, 1917, about a dozen of the business 
men of Richmond, Va., were requested to meet at the American 
National Bank Building for the purpose of discussing with repre- 
sentatives of the Emergency Fleet Corporation the possibility of 
organizing a shipbuilding corporation for the purpose of engaging 
in the construction of wooden hulls for the Fleet Corporation. About 
a dozen of those business men assembled and the representatives 
from the Fleet told them that the country was seriously in need of 
ships, that they were going up and down the coasts trying to enlist 
men to form organizations lor the construction of ships. They 
pointed this out as a public and patriotic duty, and, whether or 
not the men were familiar with ship construction, they were duty 
bound, if they were able to supply the money, to organize these com- 
panies. They told those gentlemen (I was not present at that meet- 
ing) that the Emergency Fleet Corporation had been organized with 
the particular purpose to construct ships, and to do it in a business- 
like way, cutting all Government red tape, so that business could be 
carried on rapidly and efficiently. This was in April, 1917. 

On the 8th day of May these gentlemen formed the York Eiver 
Shipbuilding Corporation, and Mr. McDermott, of the Emergency 
Fleet Corporation, visited the site of our proposed yard at West 
Point, Va. He was wholly satisfied with this location and expressed 
himself very favorably as to the depth of water, the topography of 
the ground, etc., as a favorable site for the shipyard. He advised 
that we enter into a contract for 12 hulls and he said that no price 
would be considered above $300,000. He advised, however, that we 
shade that price slightly, and consequently our contract was entered 
into at $299,500. He had, from time to time, before this contract was 
written, shown us estimates made up by the officers of the Shipping 
Board as to the probable cost of these ships. In those estimates, he 
represented, along with other members of the Fleet Corporation, that 
the cost of these ships would be in the neighborhood of $250,000, 
leaving $25,000 or $35,000 to be written off on the cost of the yard 
and giving a margin of profit. We had, for the purpose of checking 
this estimate, no plan, except a rough outline of the ship — nothing in 
detail. We had the contract, which was very general in its terms, 
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and, in fact, nothing yoti could base an accurate estimate upon. We 
relied wholly, in entering into this contract, on his statement and the 
estimates they had made. Personally, I visited Mt, Ferris, in New 
York, and went over all the details he had as to the quantities, etc., 
but they were very meager at that time. They had a list of timber 
and other material necessary, as they thought, for the construction 
of these ships. I might say, while somewhat in advance of my talk, 
that those estimates were nowhere near the estimate of materials 
that finally went into these ships. For instance, in that bill of mate- 
rial, as given us, the timber was represented as 1,400,000 board feet of 
lumber. It developed later that it was necessary to use over 1,800,000 
feet. The trunnels, represented as 24.500 per ship, ran over 60,000 — 
nearly two and a half times 

Mr. Hardt. What was it you say did that? 

Mr. Look. The trunnels — ^the wood fastenings in the boat. The 
iron fastenings were increased over double. This great increase in 
m.aterial was due to the changes which came along from time to time 
and modifications that they saw fit to make to strengthen the boat, 
or making other changes that they thought would be beneficial in 
the finished hull. 

Coming back again to the early days of our history, as I said, we 
formed a corporation on the 8th day of May, 1917, and on the 18th 
day of June we had our contract in shape ; but, because of one delay 
after another, although we came here to Washington many times, 
it was not until the 20th of August that the contract was finally 
signed. 

In the meantime, after we formed our corporation, we at once 
purchased the real estate upon which the yard was to be located 
and began to assemble the plant, made arrangements for a railroad 
siding into the yard, and did everything possible to hasten the con- 
struction of those hulls, in spite of the fact we had no contract, 
relying upon the representations of the various men who were mem- 
bers of the Shipping Board or Emergency Fleet Corporation and 
their men in the field. None of the gentlemen forming this corpora- 
tion, although some of us had had considerable experience in heavy 
construction work, were familiar with ship construction. In fact, 
very few up and down this coast were familiar with wooden -ship 
building. I personally made a tour, went to the yards in Maine, 
and talked it over with some of the builders and secured all the 
information I could in order to help direct the enterprise rather than 
to engage upon its details. For the purpose of having a man thor- 
oughly familiar with ship construction, we engaged Mr. Newman, 
who was a skilled shipbuilder and naval architect, who had served 
his apprenticeship in the yards in England, where he was born, who 
had designed and built wooden ships and steel ships for the Canadian 
Government, who had been president of the New York Shipbuilding 
Corporation, and was a man of very high type in the shipbuilding 
world. In fact, he was requested by Gen. Goethals to make a 
report on the shipbuilding industry, etc., along the coast. That 
was before we secured his sen^ices. We secured Mr. Newman's 
services, and he at once began, as president of the company, to 
organize this corporation and press it forward. Unfortunately, a 
yeai' ago Mr. Newman died, which is the reason I have to take this 
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thing up. He contracted the " flu " and died last January, a year 
ago. We had a first-class shipbuilding man on the job. 

We were requested and repeatedly urged, during the time between 
the forming of the company and the signing of the contract, to 
press our equipment and to press our yard forward and with the full 
assurance they would deliver material to us as rapidly as we could 
use it. At first they wished to have us take 12 hulls, but when it 
came to writing the contract they decided to make the contract for 
8 hulls and that we would secure other hulls to build as rapidly as 
we had completed those and our ways became vacant. They repre- 
sented that there was no question whatever that the United States 
Government would need every ship possible in this emergency and 
we would have all the work we could do, and the program would be 
continued for some years. 

In securing the plant, machinery, and equipment for the estab- 
lishment of our yard we at once began to run mto serious difficulty, 
not only in securing equipment but in delivering it to the yard. A 
plant for wood-ship building, owing to the great demand, was very 
difficult to obtain and the railroad facilities and express facilities, 
as you probably know, at that time — in the early days of the war — 
were loaded with all they could do. We were in instances forced 
to send men to dismantle a plant to place it on cars with men riding 
those cars to carry it through to the yard. In other instances we had 
to express large pieces of machinery. In one case we sent a whole 
carload of machinery by express to put this yard in condition for 
operation. 

Under the contract the Emergency Fleet Corporation undertook, 
as a part of their obligation under the contract, to deliver lumber for 
this construction. They began by sending cars of lumber to our yard 
and it was only a short time before we found we had something over 
100 cars on th,e siding to be unloaded. This lumber, while it was 
received promptly, was lumber which we would not need and did 
not need for four or five or six momths, as the lumber wes for deck- 
ing and the upper part of the structure of the ship and could not be 
used. It was nearly eight mon^ths before we received lumber for the 
keel, the very first piece of lumber necessary to start the ships. The 
whole thing was mixed up. 

Mr. Chikdblom. Was the Shipping Board itself rendering aid in 
securing these materials ? 

Mr. Look. They were; yes, sir. They were, I presume^, doing aiU 
they could to press this lumber forward. They were clearly obli- 
gated and undertook to furnish this lumber to us in sequence as it 
was demanded for the construction of those boats. Furthermore, 
they undertook to deliver knees. The knees are wooden members of 
tiie ship. It was over a year after we signed this conjtract before 
we had a carload of knees furnished to us. We were forced, to carry 
along the work and save absolute stopping of the enterprise, to buy 
a wood lot in the vicinity of the yard and to get out many knees 
there ourselves, which were accepted and used, oak knees. 

Mr. Hardt. Did the Shipping Board do all this lumber delivery 
through the agency of one head official ? 

Mr. Look. Yes, sir. Mr. Pownxnan was the man we knew at the 
time. The order was placed with the Shipping Board; when we 
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signed a contract, immediately we placed an order with the Shipping 
Board Emergency Fleet Corporation. 

Mr. Fahey. They established a lumber department and the divi- 
sions of the various sections. They even established a logging de- 
partment and appropriated half a million dollars to go and get this 
stuff out of the lumber regions for the purpose. 

Mr. Hardy. What I am wondering about is what kind of a man 
could send you deck lumber and fail to send you the keel timbers 
needed at the starting point, and leave you there a year without 
anything to start on. 

Mr. Fahey. I do not know as to that. 

Mr. Hardy. I want to know who it was that had charge of that 
kind of performance. 

Mr. Look. It was a bureau established and responsible to the Ship- 
ping Board itself. As I say, when we made the contract we imme- 
diately placed an order for one unit of lumber or two units of lumber, 
whatever it was. 

Mr. Hardy. You mean by unit the lumber necessary to construct 
one ship ? 

Mr. Look. Necessary to construct one complete ship. And they, 
in turn, took care of it. They were obligated under the contract to 
do this ; they undertook to do this under the contract. 

Mr. Chindblom. They were to furnish the materials upon your 
order? 

Mr. Look. To furnish the materials upon our order. 

Mr. Fahey. At a fixed price. 

Mr. Look. At a fixed price. 

Mr. Hardy. As soon as you got the lumber you did not want, 
and did not get the lumber you did want, did you communicate with 
them? 

Mr. Look. Oh, yes; talking, telegraphing, telephoning, letters, 
and all that. These 100 cars or more of material that was piled in on 
us at the early stages of the game was unloaded wherever we could 
get it off the cars, in remote places from our plant, as we were located 
IJ miles from the Southern Railroad over which this lumber was 
shipped. They wanted the cars. The cars were absolutely necessary 
for use throughout the country and we were forced, as I say, to 
unload this lumber and then we had to sort it out at the piles, re- 
handle it, load it onto other cars and carry it into our plant. This, 
of course, involved a great deal of expense. 

Mr. Chindblom. You say the railroad terminal was 1^ miles from 
your plant? 

Mr. IjOok. We were about 1^ miles across a very level, sandy coun- 
try from the Southern Railway. 

Mr. CniNDBiiOM. Could you not have had a railroad spur run down 
to your place? 

Mr. Look. We had a spur running in but it had not been fully com- 
pleted when this lumber came in and we unloaded along each side of 
this spur. We went as far as we could go and unloaded the lumber. 
The plans furnished us for the construction were vague and, in many 
cases, had errors in the drawings. They were subjected almost daily 
to changes and from actual count we had over 500 changes in the 
design of the original plans of the ship. 




CLAIMS OF WOODEN-SHIP BTHLDBRS. 47 

Mr. Hardy. Would not that have been a little in your favor if 
you did not get anything to work with for a year that they found 
those changes before you got to building? 

Mr. Look. I spoke of the knees taking a year. 

Mr. Hakdt. But it was several months before you got the timbers 
for the keel, was it not? 

Mr. Look. It was about eight months after we began, I think. 

Mr. Habdy. All the chanees that occurred before you got those 
timbers were in your favorl 

Mr. Look. The changes came along during the entire life of the 
contract. 

Mr. Hardy. But you had the benefit of those changes that had al- 
ready been made when you started in? . 

Mr. Look. Anything that had been made up to that time. I could 
not say just what they were, but anything ma^e up to the time we 
received the plans. The plans came to us corrected up to the time 
they were sent out bv the Washington office. 

Mr. Chindblom. How many changes, if you know, had already 
been made in the plans before you got the contract? 

Mr. Look. I do not know. We had a clerk to take all the changes 
as they came in and to try to keep our specifications up to date by 
including the corrections and keep our plans up to date by mak- 
ing those chansfes on the plans. And that kept one clerk pretty 
. constantly employed to keep up with those changes. That not onlv 
required the changes in the plans, but you have to carry it through 
your material list, and it reached out into the building program. 

Mr. Chindblom. When the plans reached you had the changes 
which had then already been made, been noted upon the plans, or 
were they merely by means of addenda ? 

Mr. Look. I could not say as to that. 

Mr. EowB. Did the changes of plans always come before the work 
was done, or sometimes after, so that you had to tear away some of 
the work? 

Mr. Look. Many times we had to tear away some of the work. 

Mr. RowE. And how was it in reference to deliveries; had the 
material already been delivered to you, ready to put into the ship 
when the plans came changing them ? 

Mr. Look. Yes ; that Was the fact many times, the plans came call- 
ing for substitutions and changes where material had been delivered to 
conform with the old plan and conditions, that required either the 
securing of new material of sizes proper for it, or the sawing down 
of other lumber to the suitable size to fit the new changes. 

Mr. Chindblom. Were the boards delivered to you already dressed ? 

Mr. Look. No, sir. The lumber was delivered to us in the rough, 
although our contract called for dressed lumber. Our contract 
called for the lumber to be dressed to the proper dimensions, but it 
was not furnished in that manner; it was furnished in the rough and 
we had to install machinery to smooth it up, to bring the lumber to 
the proper size. You know lumber is furnished in the market, usually 
a quarter to a half an inch large all around and then dressed down 
to get the proper size. We had to do that, in spite of the fact the 
contract called for dressed lumber. 

Mr. Chindblom. You had to put in machinery to do that, did you 
not? 
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Mr. Look. We did. 

Mr. EowE. Did this lumber cojne to you kiln-dried or weather 
dried ? 

Mr. Look. I think it came from the stump. 

Mr. RowE. Then did you kiln-dry it? 

Mr. Look. No, sir. 

Mr. Chindblom. I presume you mean directly from the stump ? 

Mr. Look. I think a great deal of that was kiln-dried ou the road 
[laughter] before we were ever able to use it. 

Mr. RowE. Were they supposed to send you cured lumber, dry 
lumber ? 

Mr. Look. No, sir. We took the limiber — and I guess that was 
part of the program they had, to accept green lumber or any sort of 
luijaber that they could get. A very material change in the lumber 
requirements was ma'de that increased a section from 18 to 30 inches 
in width. They felt that they needed more strength in this ship, 
and they increased the size from 18 to 30 inches in this particular 
lumber. They found, upon investigation, that they could not secure 
this sized lumber in the South in yellow pine, and were forced to 
go to the coast to obtain the large-sized timbers, on the Pacific coast. 
We were held up five months waiting for this lumber from the Pacific 
coast, for the flitches, and we were unable to do anything in the way 
of construction. And although we had a considerable force of men 
on the job and these men we wished to keep — they requested us to 
keep them — ^they were employed a good deal on the construction of 
the plant and ways and forced the cost of our ways and yard to a 
very heavy sum. In trying to keep men where they do not see in 
4i(Jvance much work is always expeiusive; you must have plenty of 
work in front of men to get the best efforts, and in this case our yard, 
which was estimated could be built by the Shipping Board for 
$150,000, amounted to $250,000 before we fiixished it. 

The United States Shipping Board Emergency Fleet Corporation 
adopted the Macey scale in the fall of 1917. That at once increased 
the wages of our employee some 60 per cent. Not only did it increase 
the wages of the men employed on the actual ship construction, but 
necessarily forced us to pay the added scale on the construction and 
operation of the yard. You could not carry men in the same yard 
on two different rates. And as we were standing and paying out of 
our own pockets for the construction of this yard, that added also to 
ur heavy expense. 

Another feature at that particular location, a hardship as to the 
employment of labor, was due to the fact that we were almo^ in the 
heart of a great many Oovemment enterprises. At Seven Pines, on 
the same road and 30 miles away, they were constructing a bagging 
plant, where they employed a great many men. Down the river 
about 20 miles, at Yorktown, the Navy was doing a great deal of 
work. At Leehall, about 30 miles away, some eight or ten thousand 
men were employed on the construction of camps and cantonments, 
and the whole peninsula around Newp<Mii News and Norfolk was just 
one camp after another, and a great many men, running into many, 
many thousands, were employed in these Army enterprises. They 
were able to pay more than we paid, under the Macey scale, and our 
men naturally would seek a job where they could receive the most 
money. We had over a 600 per cent turnover in the labor on this job. 



CLAIMS OF WOODEN-SHIP BUILDERS. 49 

Mr. EowE. That illustrates one of the other things Mr. Fahey 
brought out — that each yard has is own peculiar conditions? 

Mi*. Look. Yes, sir. 

Mr. RowE. And this one being in a location where there were can- 
tonments and everything else, they drew away your men very rapidly ? 

Mr. Look. Yes, sir. 

Mr. Chindbix)m. Was there any bidding for men in these plants, 
one against the other? 

Mr. Look. These Government enterprises? 

Mr/CniNDBLOM. Yes. 

Mr. Look. Yes; there was. 

Mr. Fahey. All the time. 

The Chairman. How did you get hold of any qualified shipbuild- 
ers? Did you have to qualify them after you got them? 

Mr. Look. We never secured any. We had to make them ; we took 
house carpenters, men fairly skilled with tools, and actually built up 
the organization from the ground. 

Mr. Fahey-. And you will observe that no sooner had one group 
been trained for that purpose and began to gain some efficiency in the 
construction of ships than they would be taken away by other Gov- 
ernment units, and then they would have to begin all over again, and 
they did that six times in this construction. It is also at that point we 
say, gentlemen, that even under the labor arrangement of the Emer- 
gency Fleet Corporation itself in many, many districts the labor 
supervisors representing the Emergency Fleet Corporation were con- 
stantly construing the Macejr scale m such a way that the price would 
be raised in one yard as against the other yard near by, obliging the 
second one to come up to that level, because the scale had all kinds of 
twilight zones, where you could construe a thing in any way you liked, 
and they always construed it to mean a higher wage, with the result 
they built up a situation where the board was obliged then to raise 
to another level, and that was going on constantly. There have been 
cases of that sort, for example, within my personal knowledge^ and 
on which I went personally to the Macey board and made complaint 
where the supervisor of labor in our district came to our yard and 
asked us to raise common labor from one price to another when the 
scale did not provide for it. And his answer was that we could con- 
strue it that way and we should do it. We refused to do it, because 
we did not feel that we had the right or authority to do it. And yet 
he represented to all the yards in the district surrounding us that we 
had done it and on that basis induced them to raise it. When at that 
time those were cost-plus fixed-fee contracts, where the Shipping 
Board itself was paying, the servant of the Shipping Board, repre- 
senting the Macey board, was engaged in that practice. 

Mr. I>EAN. Did you ever complain to the Fleet Corporation 
about it? 

Mr. Fahey. I wrote letters to the fleet, and when I could not 
get any relief from the fleet I went to the Macey board myself on 
the matter. The result was that the man was removed to another 
district, but he was in the same position in another district. 

The Chairman. Were these advances that you paid approved by 
the Shipping Board? 

Mr. Fahey. I did not pay them. 

159901—20 4 
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The Chairman. Or by the Emergency Fleet? 

Mr. Fahey. I did not pay them ; the other yards did. 

Mr. RowE. Then you lost your help, some of it ? ' 

Mr. Fahey. I was losing the help until I went to the Macey 
board, and then they issued an order to stop it. One increase he 
was trying to enforce on our yards meant a difference of $100,000 
a year in the labor cost to that yard ; and when I went to the Fleet 
Corporation officials in the first place and complained of it they 
told me T had better not make a row about it, because it would only 
cause a strike ; but it did not cause a strike. 

Mr. Look. In the endeavor to overcome this condition as to labor 
and trying to hold our men there at the yard we built houses 
nearby and on land we owned, to try to make it as comfortable as 
possible for them and induce them to stay. That was a benefit. But 
we had this constant changing of men and the breaking in of new 
men on this work and the whole enterprise was expensive, as it would 
necessarily have to be under the circumstances. 

Mr. RowE. Has your claim been adjusted by the Shipping Board 
and settled? 

Mr. Look. No, sir; it has not, except we took our claim up and 
discussed it with Mr. Levy, the chairman of the cancellations Doard 
at Philadelphia, went over very carefully the details of our claim. 
And, by the way, we are still on our original contract; we did not 
change over to a cost plus. We are still on the lump-sum contract 
of $299,500 per hull. We took up with Mr. Levy our claims and 
discussed them at great length, our contention for payment, etc. 
And he has made a recommendation for settlement, as chairman of 
the cancellations board. That recommendation that he outlined to 
us was favorable to us; I mean we will pxicept it. It is not very 
favorable to us; I was a little wrong on that. But we will accept 
that ruling as made by Mr. Levy. That went up as one of the two 
typical cases to Judge Payne, where I understood it was ruled out. 
That is the status of the matter to date. 

Mr. RowE. What parts were ruled out? 

Mr. Look. The entire settlement, I understand, with the observa- 
tion that he could not settle under the contract; could not approve 
the settlement proposed by this cancellations board under our con- 
tract, 

Mr. RowE. Did you ask in that settlement for allowance to b6 
made for the changes which you had to make? 

Mr. Look. Yes, sir. ^ 

Mr. RowE. And for the changes in wages? 

Mr. Look. That change in wagp was guaranteed to us under the 
contract. In other words, there was a limit of the scale of wages 
under the contract beyond which the Government would assume, and 
they paid that from time to time during the work. 

Mr. EowE. How would you adjust the change? In the first con- 
tract you were furnished the lumber, were you not? 

Mr. Look. The lumber was charged to us at $35 per thousand as 
it went into the ship. ' 

Mr. Hardt. The Government was to furnish it, he said. 

Mr. Look. But it was charged to our account at the rate of $36 
per thousand. 
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Mr. RowE. Have you the statement with you of the findings of 
Mr. Levy's committee? 

Mr. Look. No, sir. I have never had that. All I know is he told 
our Mr. Reed and myself as to the outline of the board's recom- 
mendation. 

Mr. RowE. Under that recommendation of Mr. Levy, how much 
would the Government owe you? 

Mr. Look. I am unable to tell you that figure. That recommenda- 
tion must be in existence. I do not know. 

Mr. Hardy. Can you give us about what it was ? 

Mr. Look. I will tell you what I do know. We had, from time to 
time, advancements from the Shipping Board to cover claims which 
were presented. They advanced us $150,000 at one time and $125,000, 
I believe at another, and a small sum at another time, and, of course, 
that was charged against us. But it was advanced to us in lieu of 
these various claims that had arisen at the execution of this contract. 
Just what would come to us now, I do not know just how much it 
would be. I know this, that we invested $140,000 m the enterprise ; 
we have borrowed and have notes in the bank amounting to about 
$125,000 to-day, and we have bills and an outstanding indebtedness, 
of around $200,000. 

Mr. Hardy. Not including the notes to the bank? 

Mr. Look. Not including those notes. 

Mr. RowE. Close to half a million dollars all told, about $460,000 ? 

Mr. Look. Excuse me; I am wrong on that. I wish to correct 
that statement. The $200,000 does include the notes. 

Mr. Hardy. So that you are about $340,000 out, then? 

Mr. Look. Yes, sir ; to make us whole. 

Mr. Fahey. Did you people personally indorse these notes? 

Mr. Look. I am on that myself, one of them, and the board of 
directors were forced to indorse that paper. 

Mr. RowE. Is it carried by banks? 

Mr. Look. It is carried by the bank in Richmond, yes. We had, 
and I think Mr. Fahey has outlined and included in nis statement, 
a great many of the hardsips and difficulties that were encountered 
and, of course, it would be unnecessary for me to go into detail 
about all this and take up your time. I concur with everything 
Mr. Fahey said and he has covered in a great many instances or 
touched upon our particular case as well as other shipbuilders along 
the coast. 

So that you will have a complete record of this, on November 23, 
1918, we were notified by the Division of Cancellations, Adjustments, 
and Salvage that four hulls, numbers 419, 420, 421, and 422 were sus- 
pended. There had been no work performed on these hulls other 
than sawing some of the timbers and frames that were to go into 
the hulls, and this lumber was lying in the yard and there had been a 
great deal of material delivered for the construction of those ships. 
On February 26, 1919, we were notified by the same division that the 
two uncompleted hulls, Nos. 417 and 418, which were on the ways 
were suspended. And on March 26, 1919, we were notified that our 
contract No. 62 was canceled as to hulls 417, 418, 419, 420, 421, and 
422. Hulls Nos. 417 and 418 being at that time 66.20 per cent com- 
pleted, hulls Nos. 416 and 415 were to be finished. Six of them were 
canceled outright. 
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Mr. Hardy. What did you say about 66 per cent finished ? 

Mr. Look. Two of those, Nos. 417 and 418, were 66.20 per cent 
completed. In other words, under our original contract of eight 
hulls, we had four on the ways under construction, four had not been 
started other than as I have described. Two of those under con- 
struction were canceled along with the four that had not been started, 
and two were left to be completed. Our contract had no provision 
for cancellation. It was a straight out-and-out contract with no pro- 
vision for cancellation. , 

The Chairman. Have you instituted any suit against the Ship- 
ping Board or any claim against the Shipping Board or anything 
of that kind ? 

Mr. Look. No, sir; no legal proceedings whatever. In fact, we 
have not had a lawyer to take up our claim. I do not think we have 
even consulted with an attorney. We thought we would receive fair 
and just treatment from the Shipping Board under these conditions, 
and we relied on that, and, as we did throughout the war, endeav- 
ored to do everything possible to aid the enterprise. We felt that the 
Shipping Board would do us justice in the end. 

Mr. Hardy. You are relying simply on the Government's! good 
faith? 

Mr. Look. I am relying on the Government, on their promises 

and good faith. 

Mr. EowE. Have you anything more you want to present? 

Mr. Look. No, sir. 

Mr. Fahet. I would like to point out there, Mr. Chairman, that 
all of the statements Mr. Look has made here were investigated by 
the Shipping Board and were incorporated in a report submitted 
by the Contract Board in recommending settlements. You also ob- 
serve that this being a lump-sum contract, brings in some features not 
found in the other contracts, to wit, damages; for delay, claims for 
changes in design, which they had to pay for out of their own 
pocket, changes m the work done. In effect, as Mr. Look has made 
clear, they made a contract and ordered one kind of a ship, which 
involved a certain amount of material and lumber, and then they 
actually ordered another ship. 

Mr. RowE. Requiring very much more lumber? 

Mr. Fahet. Very much different with 50 per cent more lumber 
and 500 changes and all that sort of thing, which they have not 
paid for. And scores and scores of these claims which were pre- 
sented from time to time to the district officers and others, simply 
lay without being passed upon at all, just simply accumulated as 
claims^ That is a common condition with the lump-sum contracts 
all up and down the coast. Moreover, there are thousands of dollars 
of claims of this sprt, investigated and allowed and vouchered and 
audited that have been unpaid for months on which no settlement 
can be secured. 

Mr. Look. I might add that we have been waiting here for nearly 
a year and we would like to see this thing promptly acted upon. 

Mr. RowE. Is there a claim for interest in that settlement ? 

Mr. Look. Yes. 

The Chairman. Because your interest is running on at the bank? 
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Mr. Look. Yes, sir; fast. 

Mr. Fahey. And taxes, also. 

Mr. Look. We are under considerable expense there now, and 
until this thing is settled we do not know where we stand. 

Mr. Chindblom. In all these things it might be said that time is 
of the essence? 

Mr. Fahey. That is what the contracts said. [Laughter.] 

Mr. Chindblom. That was in the performance. 
' Mr. Fahey. The introductory clause of every one of these con- 
tracts said, " It is recognized by the contracting parties that time is of 
the essence of this contract," and then these provisions were put in 
that they were to take the orders given to them, and if they acted 
on those orders that was their protection. 

Mr. Wright, of Tacoma, of the Wright Shipyard, is here, and 
has come across the country for this hearing. His case presents 
some other aspects of lump-sum contracts and the circumstances 
under which they were carried out. I will ask Mr. Wright if he 
will be good enough to give you the gist of that case. 

STATEMENT OF ME. GEORGE P. WRIGHT, OF TACOMA, WASH., 
REPRESENTING THE WRIGHT SHIPYARDS. 

Mr. Wright. Wright Shipyards is the firm name, but we are not 
an incorporated company. Ours was an individual enterprise. My 
son was associated with me in the business. I had been engaged in 
general contracting and the mercantile business, and along in March, 
1917, right after the war broke out, Mr. Brent-- — 

Mr. Chindblom. You do not mean March, do you? 

Mr. RowE. April or May you had better say. 

Mr. Wright. It seems to me Mr. Brent's visit was prior to the 
breaking out of the war. 

Mr. Chindblom. Before we got into the war? 

Mr. Wright. Yes. 

Mr. EowE. We did not get into the war until April 6. 

Mr. Lyle. Mr. Brent spoke in Tacoma on April 6, the day war was 
declared. 

Mr. Wright. Mr. Brent came out there at the request of the chair- 
man of the Shipping Board, Mr. Denman. 

Mr. RowE. Can you fix the time that he came? 

Mr. JjTLiE, April 6. I have looked it up and it is April 6, 1917. 

Mr. Wright. Mr. Brent visited all the principal towns along the 
Pacific coast for the purpose of holding hearings which, in Puget 
Sound towms, were held in the chamber of commerce buildings. I 
attended the hearing at Seattle and Tacoma, and Mr. Brent made a 
request of those communities that they would organize wood-ship 
building companies. He stated that on account of the large growth 
of timber and large amount of timber available on the Pacific coast 
and in the Northwest, he expected to get a large response to their 
request to build ships. In consequence of that, committees were 
formed in those cities to enlist the activities of men who would go 
into this wood-ship building business. A great many questions were 
asked of Mr. Brent at that time. Among others was the probable 
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duration of the business, what guaranties a business man would have 
for putting his money into that kind of a business. It was a well- 
known fact that wood ships had not been built for a good many years 
and that they could not be built on a scale to be compared with steel 
ships. And Mr. Brent assured the people, notwithstanding all the 
efforts that could be made to produce steel ships, that all the wood 
ships that could be built would be needed in addition to all the steel 
ships that could be built. And they spoke about the probabilities of 
the business lasting for a good many years. 

Mr. Chindblom. Do you remember whether he stated this was in 
connection with the war,^with our having gotten into the war? 

Mr. Wright. Yes ; it was wholly for war purposes that those ships 
were to be required. It was a war emergency ship. He went on to 
say that all of the problems of winning the war devolved upon the 
success of the Shipping Board getting ships; that it would be of 
no avail to furnish unlimited numbers of men and all kinds of war 
equipment if they could not be successfully transported to the field 
of action together with everything they would require when they 
were there. 

Mr. RowE. What was your contract — what was the contract you 
arranged with the Shipping Board so far as you and your son were 
concerned ? 

Mr. Wright. If you will pardon me, I would like to state that the 
contract that we thought we were going to get, when we built the 
yard, was a cost-plus 10 per cent contract; but we were advised by 
Gen. Goethals — I have a letter from him a great deal like the letter 
Mr. Fahey read a while ago, but I have not got it here, in which 
Gen. Goethals stated that they had abandoned the idea of giving the 
contractors a cost-plus contract and had decided it would be more 
businesslike to operate on a lump-sum contract basis. There were 
two yards, however, prior to this time, established on the Pacific coast 
by people who lived on the Atlantic coast and they had cost-plus 
10 per cent contracts. We had the yard pretty well along and were 
about ready to start operations before the change had been made to 
a lump-sum basis. 

We received plans and specifications on which to bid along about 
the 1st of July, 1917, but they were very indefinite. There were no 
detailed plans at all. It gave the size of the ship and the general 
quantities of material that they had estimated, that their engineers 
had estimated, would be required for its construction. But I might 
say that all of those quantities fell short, particularly the fastenings. 

Mr. Chindblom. When did you begin to do work for the Shipping 
Board ? 

Mr. Wright. We commenced laying the keel before we got any 
contracts. We did that along early in July and I think our contract 
was accepted in August and was dated about the 1st of September. 
We built the yard in April, May, and June. 

Mr. KiNCHELOE. That is, after Mr. Brent had been there? 

Mr. Wright. After Mr. Brent had been there. 

Mr. Chindblom. How soon after he was there did you begin work ? 

Mr. Wright. I took a lease on the ground right away and, follow- 
ing that, got in a spur track and built the buildings just as rapidly 
as we could, ordered the machinery and had it placed as it arrived. 
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and we were all ready for ship construction in July, and laid our first 
keel about the 1st day of July, and I think three keels were laid be- 
fore we got any contracts, and we had quite a lot of lumber in the 
yard. 

Mr. RowE. How man}' ways did you put in? 

Mr. Wright. Three. It was a four-way yard, but we never used 
but three. 

Mr. RowE. What was your contract for — ^three ships? 

Mr. Wright. First, two and that was followed by a second contract 
for two and a third contract for five. We contracted for nine all 
together and we built seven ships. 

Mr. RowE. And delivered ? 

Mr. Wright. Yes; we delivered seven. They were launched on 
these dates: May 1, 1918; Jime 10, 1918; July 4, 1918; September 20, 
1918^ December 24, 1918. These latter two were delayed on account 
of not getting in our fittings in time for the launching. The inten- 
tion was to launch one ship per month, but then followed the 
armistice along in November and there was no further need for 
rushing. 

Mr. Hardt. One of the ships was launched after the armistice ? 

Mr. Wright. Yes ; in fact, two more. The sixth ship was launched 
on January 10 and the last one on May 20, 1919. 

Mr. Ro^^. Did you start the other two? You said that made 
seven you delivered ? 

Mr. Wright. Seven were delivered ; yes. 

Mr. RowE. Did vou start the other two ? 

Mr. Wright. We had the frames all sawed and all the material in 
the yard, the dimension lumber for both of them. We had $250,000 
worth of material on hand, according to an inventory that was taken 
for the next two ships. 

Mr. Chindblom. You never received any order of cancellation, 
except as to the ships that were not built ? 

Mr. Wright. Two ships ; yes. They were suspended under date of 
November 23, 1918, and afterwards canceled on date of March 25, 
1919. There was fi^'^e months there that we did not know whether to 
go ahead or to drop work. 

Mr. Chindri^m. You were really "suspended ? 

Mr. Wright. We were just suspended; yes. 

The Chairman. What did you do with all your men at that time? 

Mr. Wright. We kept them at work on finishing the other ships 
that were afterwards completed. I wish to call your attention to the 
cost of doing business by telegram instead of the letter of the contract, 
as announced by Judge Payne to be his policy in these settlements. 

After we had the first four ships well along and some of them 
launched we received the following telegram from Washington, D. C, 
dated May 29, 1918 : 

Wright Shipyards, Tacoma, Wash.: 

Corporation has decided to place contracts for sufficient additional wood 
hulls, Ferris type, to keep yards now building busy until plans and specifica- 
tions for larger type vessels are ready for issuance. Wire best price jmd 
earliest delivery date for one 3,500-ton wooden hull. Full protection will be 
given on labor and freight above existing rates; lumber to be furnished by 
contractor, no protection given. 

Mr. Hardy. By whom was that signed ? 
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Mr. Wright. This is signed by Underwood, Emergency Fleet Cor- 
poration. Our reply was dated May 30, 1918 : 

Underwood, 

Emergency Fleet Corporation, Washington, D. C: 

Replying to yours 29th, price one or two Ferris hulls with delivery date No- 
vember 1, 1918, and complying with other conditions mentioned, $340,000. Can 
deliver two on above date. Plenty of labor and lumber now. 

This offer was accepted on date of June 6, 1918, in following tele- 
gram. This is from Coonley and from Philadelphia, dated June 6, 
1918: 

Weight Shipyards, Tacoma, Wash.: 

Replying to your telegram of May 30, you are hereby given an order, as a 
I)reliminary step to entering into contract with the corporation, for one addi- 
tional Ferris type hull, the principal features of contract to l3e as follows: 
Price, $340,000; delivered November 1, 1918; protection on labor and freight 
above present west coast rates; lumber to be furnished by your company, no 
protection given as to price. Work to be commenced through controlled ac- 
count. Please acknowledge receipt of this order. Your accepted contract will 
be forwarded for execution at early date. 

We replied in the following telegram of acceptance — we went 
ahead laying the keel for this ship, and we had constructed this ship 
to within one month of date of launching, as it was not until Novem- 
ber 4, 1918, that we received the specifications and initial plans, 
together with the contract which were required to be initialed by the 
contractor making those plans binding, and the controversy that 
arises in that connection is as to the payment for extras on this ship. 
Oh standard Ferris plans we were required to put, in addition to 
standard plans, all the additional extras that had been thought of 
up to the time that these ships were constructed. And when we 
came to ask for settlement on these extras, Mr. Frick, who was dis- 
trict manager in our district, at Seattle, took the position that we 
were not entitled to the extras on that ship; that we should have 
known of the amendments in plans up to the date of the signing 
of the contract. Now we had the ship pretty well along in construc- 
tion at that time, and the plans that we initialed were the standard 
Ferris plans, and there is something like $60,000 in controversy on 
account of the extras. 

Mr. Hardy. The plans you initialed — ^you mean before the contract 
was framed and shaped in formal order, you had a sort of memoran- 
dum, or initialed contract? 

Mr. Wright. Yes. They sent several blue prints along, you know, 
constituting the contract and the specifications. 

Mr. Hardy. You had accepted a telegraphic proposition, and had 
gone to work and were building before you ever had your contract 
signed ? 

Mr. Wright. Yes; one ship almost ready to launch and the other 
one well along. 

Mr. EowE. They followed the initial plan, did they, that was sent 
to you ? 

Mr. Wright. Yes. The question is about the payment for the 
amount of extras put on the ship. 

Mr. Hardy. I think I understand him, Mr. Rowe. They sent this 
telegram for a specific type of ship at the time it was accepted, and 
they went to work building, but when they went to sign the contract 
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tliey had certain changes included in the contract which, up to that 
date, had been made by the Shipping Board; is that it? 

Mr. Wright. That is it. 

Mr. Hardy. And the contention of Mr. Frick is that they could be 
paid nothing for those changes wherein the written contract was 
different from the telegraphic acceptance? 

Mr. Wright. That is it. 

Mr. RowE. Had you not better tell the committee this third con- 
tract was extended to five ships instead of two ? 

Mr. Wright. Yes; the third contract was extended to five ships 
instead of two by letter attached. When I came east a year ago, in 
August, 1918, to take part in the labor-adjustment convention that 
they held in Philadelphia, I was given an additional three ships by 
letter attached to the contract, and three out of the five were built 
and the last two were canceled. Here is the confirmation of that 
contract in a letter from William Pigott, the district supervisor of 
our district, dated August 1, as follows : 

Mr. George P. Wright, 

Wright Shipyards, Tacoma, Wash, 

Dear Sir : The foUowing telegram received July 31 from Vice President Piez : 
" Contract No. 329, W. H., dated June 20, 1918, just received Wright Ship- 
yards, office and works, Tacoma, Wash., two wooden hulls for cargo ships, 
standard Ferris type (not amended, but standard) of 3,500 tons dead-weight 
capacity, each owner's standard drawings and specifications, hull Nos. 2089 
and 2090, first delivery by November 1, 1918." 
Very truly, yours, 

William Pigott, 

District Supervisor. 

By the time these matters came to be settled those who were in. 
the office at the time the work was done had gone out ; there had been 
many changes in the districts, as well as in the Philadelphia office, 
so we had to take this matter up with Mr. Frick. 

The Chairman. In accordance with the understanding we had this 
morning, we will ask Mr. Wright to suspend at this point in order 
that we may hear from Judge Payne. 

STATEMENT OF HON. JOHN BAETON PAYNE, CHAIEMAN UNITED 

STATES SHIPPINa BOARD. 

The Chairman. Now, Judge, if you will, gis'e us your opinion of 
this bill we have under consideration. We are taking up the Senate 
bill with the amendments which have been suggested, with which I 
presume you are familiar. 

Mr. Dean. I might state, Mr. Chairman. Judge Payne did not see 
the Senate bill this morning. I think that is the first time it got 
into print, so that Judge Payne has not had an opportunity to see 
the amendments. He, of course, saw the other bill. 

The Chairman. He can take up that bill or the House bill either. 

Mr. Payne. Mr. Chairman, I have assumed the Senate committee 
and your committee would charge itself with the technical expression 
of the bill, and aJl I was expected to do was to express an opinion 
about the principle of the bill. 

The Chairman. Exactlv. 
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Mr. Patne. I am entirely ready to do that. When Senator Jones*, 
introduced the bill he sent me a copy of it and I read it carefully and 
I wrote him a letter. He asked for an expression from me and I 
wrote him a letter saying that we were satisfied with the principle 
of the bill and we had a feeling that there was a situation here which 
should be dealt with by the Congress. 

All claims of the wooden-ship builders, as I have illustrated to 
some of the members of this committee, in my view divide themselves 
into three classes: A, money we owe them for work and material; 
B, legal damages flowing out of the contracts due to our cancellation 
of the contract. As to those two matters there is no diiBculty except 
to agree on the amount. And then we come to C, which is the con- 
troversial question. They claim that representatives of the Shipping 
Board represented to them that they would have a much larger 
amount of work than they received, that they would have, perhaps, 
some contend, as much as three turns of the ways and that they did 
not get that, and that we canceled a considerable part of what they 
did receive and the Government ought at least to make them whole 
and amortize the cost of the yard. That appeals to me as equitable. 
I have felt that they ought not to have any profit, that they ought 
to be quite satisfied to be made whole. But, of course, that is a 
matter entirely for the Congress to decide. 

The Chairman. On the question of the interest on the amount 
of money invested, ought that to be adjusted also? 

Mr. Payne. I should see no obiection to that. 

The Chairman. Whatever may have been the cost for the interest 
on the money invested? 

Mr. Payne. Perhaps I should say, to make the situation plain: 
Most of these contracts, possibly all, were originally lump-sum con- 
tracts — ^that is, the contract in each case fixed a definite sum to be 
paid for a definite amount of work. It was. soon found that the 
amounts fixed were too small. Delays occurred in getting materials 
and loss occurred by reason of changes in plans of the ships. The 
board, for the purpose of meeting that situation, where application 
was made, changed the contracts from lump-sum to cost-plus con- 
tracts, but in most cases fixing a definite fee to be paid for profit and 
amortization. The payment of those fees on the amount of work 
done is not enough, even approximately, to amortize the cost of the 
yard or to make the shipbuilder whole. Now, unless you want to 
ask me questions, I am through. 

The Chairman. On the question of the increase of wages ordered 
by the representatives of the Government— that is, if they had been 
employed at a certain figure and then the price of wages increased 
absolutely without any possibility of their declining to pay those 
wages— they had to pay them in order to keep the men at work, that 
should be taken care of? 

Mr. Payne. On the lump-sum contracts it is just that we should 
pay that. On the cost-plus contracts we do as a matter of fact 
pay it. 

The Chairman. Yes; I suppose that would be clear. The other 
is a matter of justice. 

Mr. BowE. How about allowing tlie contractor for the work done 
in the changes made? 
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Mr. Payne. There, again, where it is a cost-plus contractor, that 
would fall on us. 

Mr. RowE. Yes; that would fall on you. 

Mr. Payne. But where it is not a cost plus, but lump sum, I think 
an allowance should be made. 

The Chairman. That is, the contractor or the owner of the yard 
was not responsible for those changes ? 

Mr. Payne. Not at all. 

The Chairman. It was by changed conditions and changed de- 
signs? 

Mr. Payne. Many of those changes were changes in the plans for 
the ship. The subject, of course, was new and experiments were made 
in some cases and th^ changes were -probably inevitable. Certainly 
changes were made. 

The Chairman. Believed by the people in charge of the Shipping 
Board to be a necessity and an improvement ? 

Mr. Payne. Yes, sir. 

The Chairman. And they were helpless in regard to that, and also 
there was a construction demand made upon them to hasten their 
work and to comply with their requests, was there not ? 

Mr. Payne. That is right. 

Mr. EowE. In case of suspension for a considerable period, as there 
was in many of these cases, m your judgment, should the Government 
pay for the expense laid out of carrying along the necessary help 
and the interest account, etc., pending that time s 

Mr. Payne. I see no reason why it should not. 

Mr. Chindblom. I believe. Judge Payne, you have covered in the 
first part of your statement the losses in the establishment of the 
plants due to the fact that the building program was curtailed ? 

Mr. Payne. By delays in getting materials and things of that sort; 
yes. * 

Mr. Chindblom. But not by reason of the claimed representations 
that there would be a certain number of ships for each way ? 

Mr. Payne. That, I think, goes to the question of whether we 
should amortize the cost of the yard. All of them got contracts for 
ships and most of them did not finish the ships for which they got 
contracts ; cancellation occurred before the work was complete. Some 
of the ships were delivered, others canceled. 

Mr. Chindbiom. But, of coursej the Government canceled ? 

Mr. Payne. Oh, yes. 

Mr. Chindblom. Now, it has been stated here that representatives 
of the Shipping Board — and some of these representatives appear to 
have been agents who traveled about endeavoring to arouse interest in 
the building of ships for the winning of the war — ^that some of those 
agents or representatives assured the builders that there would be a 
sufficient amount of work, three ships to each way, so that the cost of 
laying the ways would be covered. Is there anything in the records 
or the history of the matter in the Shipping Board that confiims 
those claims? 

Mr. Payne. Commissioner Stevens came up here with me and is 
present. He was a member of the board all of the time and can an- 
swer those questions better than I can. I do not know of any record 
on the subject. 
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STATEMENT OF HON. KAYHOND B. STEVENS, COMHISSIONEB 

UNITED STATES SHIPPINa BOABD. 

Mr. Stevens. I will say, Mr. Chairman, just on this point, I think 
there, is nothing in the records that officially commits the Shipping 
Board or the Emergency Fleet Corporation to any ships other than 
those fixed in the contracts. There is no authorization, as far as I 
tnow, to any agents to state that other ships would be given. 

Mr. Chindblom. Was it the policy at the time that the shipbuild- 
ers might expect or hope for sufficient orders to cover the cost of lay- 
ing the ways or was it intended that the initial order for one ship 
should cover the cost of the ways? 

Mr. Stevens. I could not tell you, because personally I did not 
have anything to do with the letting of those wooden-ship contracts. 
Of course, if the war had gone on, undoubtedly further contracts 
would have been placed, more ships would have been built. 

The Chairman. In the preparation of these shipyards and the 
construction of them, of course, no one expected that the war would 
cease as soon as it did, and the necessity for the ships was a constant 
belief not onlv in the Shipping Board but outside, that we should 
need all the ships that could be got to meet the losses that were oc- 
<5urring from time to time and liable to occur. 

Mr. Payne. I think there can be no doubt, Mr. Chairman, that 
there was great pressure from many sources to build ships and ex- 
tend yards and get ready to build ships. The air was full of that 
sort of thing. I am quite sure that speeches were made by officials 
of the Shipping Board to that effect. 

The Chairman. It was the sentiment of the whole country. 

Mr. Payne. Certainly. 

Mr. Hardy. Is it not also the fact that no man would have built a 
shipyard to have built one ship, although only one ship was con- 
tracted for at a time; and that in building a shipyard, through the 
persuasion and at the instigation of the Emergency Fleet Corpora- 
tion, it should be taken into consideration the fact that he was build- 
ing for the country and for the Government ? 

Mr. Payne. I have felt and expressed it as my opinion while I 
do not think we have the right as a matter of law to amortize the cost 
of those yards, that there was a moral obligation on the part of the 
country to make the shipbuilders whole and to pay what was just and 
equitable to that end. 

Mr. Hardy. If I understand you, you would like to have authority 
to do just what the first few lines of this bill says, which is, you 
would like to be authorized and directed just to liquidate and pay 
the claims of individuals, firms, or corporations who built or con- 
tracted to build wooden ships for the United States after April 6, 
1917, which can not be paid under the law as it now is, and said 
board shall adjust and liquidate each claim upon such terms as it 
shall determine from the facts in the case to be just and equitable. 
That is the athority you really want? 

Mr. Payne. That is my view. I think we need that authority be- 
fore we take any action and I think Confess should take the respon- 
sibility of saying whether we should do it or not. 
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Mr. Hardy. But with that authority, then, you will give these 
men just what they are entitled to under the principles of justice and 
equity ? 

Mr. Payne. Precisely, but I think you should tell us how to decide 
whether there should be reimbursement or whether it should carry 
with it any profit. That seems to me to be the line that you ought to 
draw, because we ought to have some direction on that question. 

Mr. Chindblom. There is some profit figured in the cost of the 
ships themselves. There has been talked here of an item of $15,000^ 
of which $8,000 were to be considered profit and $7,000 to cover 
amortization. Do you mean to be understood as saying that this. 
$8,000 of profit should be paid as well ? 

Mr. Payne. I mean that the Congress should decide whether, when 
we get the facts in each individual case, we should pay them the profit 
contemplated by the contract and, in addition, reimburse them for 
the cost of their yards; or whether we should merely make them 
whole, the whole case being considered. 

Mr. Chindblom. But you are not expressing any opinion yourself 
on that ? 

Mr. Payne. I think you ought to decide that question. What I 
am asking you is to make it clear, so when we come to deal with it 
we will not have any controversy with these claimants as to the basi& 
of the settlement. 

The Chairman. This would include other contracts that perhaps 
might not be represented in this i-oom to-day and still are unsettled. 

Mr. Payne. The wooden shipbuilding contracts in the country. 

The Chairman. And the material left on hand that they now 
have? 

Mr. Payne. That is necessarily considered, as to the value, whether 
they take it or we take it. In other words, each case is laid out ; now, 
what have you got? What is your yard worth? If your yard cost 
$250,000 and you can get $100,000 out of it, then there is $150,000 to^ 
be accounted for. All that is dealt with. 

Mr. Hardy. As I understand you, the only question in your mind 
is whether in making these settlements any profit should be allowed 
to the contracting party or whether he simply be made whole? 

Mr. Payne. That is the point that I think Congress ought to defi* 
nitely make clear. 

Mr. Hardy. But you do not wish to express an opinion on that ? 

Mr. Payne. I do not think I should. That is a question anybody 
is entitled to have an opinion about that is not an expert. 

Mr. RowE. My own feeling is that they should have a profit on 
any ships delivered. 

Mr. Payne. Just say that now, and that will be a perfectly satis* 
factory solution of it. 

Mr. RowE. On ships already delivered, it would seem to me that 
is a fair proposition. Do you consider interest on investment as s 
part of the cost ? 

Mr. Payne. Up to the time that the shipyard is in operation, yes ; 
but not afterwards. 

The Chairman. But the interest still goes on to those owners. 

Mr. Payne. I know, but it does not enter into your cost. It be* 
comes part of your investment or overhead. 

Mr. RowE. Carrying charges ? 
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Mr. Payne. Yes. 

The Chairman. If I understand it, in many cases the people in 
the neighborhood, at the suggestion of the Government officials, in- 
vested money in these yards or loaned money to these parties to build 
these yards because of the necessities of the Government, for its own 
protection ; and, therefore, whether or not there ought not to be some 
consideration in the adjustment to cover that feature ; it seems to me 
it should. 

Mr. Payne. That is true. 

The Chairman. Take up all matters of equity in the settlement? 

Mr. Payne, i ou know men have diflFerent views of equity. 

The Chairman. Yes. 

Mr. Chindblom. At different times? 

ivlr. Payne. At different times, as well. 

The Chairman. I do not speak of it in a legal sense, because I do 
noc know anything about law. 

Mr. RowE. It depends on which side you look at it. 

Mr. Payne. I was only making that statement as a prelude. We 
do not desire to shirk any responsibility, but we hope that the bill will 
define, as accurately as it reasonably may, the rules that you want us 
to apply. That is why I am talking about this question of profit. 
The same question is involved, incidentally, about the interest on the 
investment. I might not be right when I say that interest is a 
part of the cost only until the plant becomes a complete entity, but 
then I should say it is a part of the overhead or whatever you call 
it, a part of a going concern. But it would be much easier for us, 
and I think these gentlemen would be better satisfied, if the relation 
was fairly and clearly stated. 

Mr. Hardy. You have not read this bill carefully, have you ? 

Mr. Payne. I had not seen the Senate's amendments at all until 
Mr. Dean handed them to me here. 

Mr. Hardy. I would isuggest that Mr. Payne take a copy of this 
bill as amended and write us back if there are any changes or altera- 
tions he would like to have made in it. 

The Chairman. Yes. 

Mr. Hardy. It seems to me that the Senate amendments are all 
very clear. 

Mr. Payne. Why do you suppose they struck out the word " equi- 
table " in the title of the bill ? 

Mr. Fahey. It was just a repetition. 

Mr. Chindblom. I think I can see one purpose of it. It would 
seem that the bill was confined to equitable claims and they would 
not want to say that, probably, because there are legal claims in- 
volved here as well. 

Mr. Payne. There are. 

Mr. Hardy. It might make it exclusively equitable claims if that 
was left in there. 

Mr. Payne. That is true. 

Mr. Hardy. I see very clearly the question suggested by Mr. 
Payne as to whether profits should be considered in the adjustment 
of claims, but I think that addresses itself to the sense of equity. I 
was in favor of leaving the whole matter to the authority of the 
Shipping Board to make a just and equitable settlement and would 
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be willing to do it myself, just to leave it to them that way, but it 
might be well enough for us to express our opinion as to whether 
any profit should be allowed. I think where a ship was built and 
tinished, unquestionably the contractor should be entitled to his 

profit. ,11 II 

Mr. Payne. I am afraid if you left it to us we should not allow 

Mr. Hardy. I think in certain cases they ought to be allowed a 

profit. 
Mr. Payne. So if you think they ought to be allowed a profit, I 

think you ought to say so. 

The Chairman. I can see the difference between this board and 
ourselves. You are simply agents of the Government and we 

Mr. Payne. Are the Gk)vemment. 

The Chairman. Are part of the Government itself. 

Mr. Payne. Exactly. 

The Chairman. And we have a responsibility that we must deter- 
mine. I am not disposed to shirk any of that responsibility. 

Mr. Hardy. There are 2-1 of us to bear it, too. 

Mr. Rowe. It is very proper. I think the Judge has the right idea 
with reference to that. 

I have not read very carefully this bill. Is it bix)ad enough to 
cover cases like some of your contracts on the Pacific coast, where a 
large part of the changes and sometimes the contract itself, were 
made by telegraph? 

Mr. Payne. I think so. It is not limited definitely to written 
contracts. 

Mr. Rowe. It should be as broad as the bills we passed for the 
Army and Navy, I think. 

Mr. Payne, Yes; I think so. 

Mr. EowE. To give you full authority to settle and do justice to 
these people that started to build ships. 

Mr. Payne. I certainly would not want any question of that sort 
to remain after youpass the bill. 

The Chairman. We would not want it either. 

Mr. Hardy. If you will notice on page 2, Mr. Rowe, they struck 
out certain things which left the whole thing really dependent on 
good faith — 

That no claims shall be allowed and paid by said bonrd unless it shall 
appear to its satisfaction that the expenditures made or obligations incurred 
by the claimant were made in good faith. 

And then they struck out — 

and upon assurances by a representative of the Government that reimburse- 
ment would be provided for in money or contracts for additional work. 

Mr. Payne. If you will pardon me, I do not quite think that ought 
to be in- there — not the whole sentence you read, but the last part 
of it. 

Mr. Hardy. The Senate struck out that last part. The provision 
as it stood originally was : 

iDhat no claims shall be allowed and paid by said board unless it shaU 
appear to its satisfaction that the expenditures made or obligations incurred 
by the claimant were made in good faith and upon assurances by a repre- 
sentative of the Government that reimbursement would be provided for In 
money or contracts for additional work. 
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They struck out " and upon assurances by a representative of the 
Government that reimbursement would be provided for in money 
or contracts for additional work." 

Mr. Payne. That is right. 

Mr. Hardy. It ends with the words " good faith." 

Mr. Payne. That ought not to be in the bill, because that would 
involve a definite inquiry in each case as to whether he had a right 
to rely on the representations, which I think ought not to be in the 
bill. 

Mr. Chindblom. Under the conditions which existed at the time 
this work was undertaken, it may well be that patriotic men took the 
Government work and proceeded without much assurance. 

Mr. Payne. Just on general principles. 

Mr. Chindblom. Yes; and that should be taken into account, of 
eourse. 

Mr. Payne. Certainly. 

Mr. Hardy. That last part has been stricken out very properly,, 
I think. 

Mr. RowE. So do I. 

Mr. Hardy. Then there is another clause here that if the settle- 
ment made by the board is deemed improper the claimant may 
appeal from it to the Court of Claims, which is given jurisdiction to 
make such allowances and awards in the case of such appeals as it 
may deem just and equitable. 

Mr. EowE. That is extending the authority of the Court of 
Claims, is it not ? 

Mr. Hardy. I think it is. 

Mr. EowE. And when we get on the floor of the House the ques- 
tion will be raised very promptly there. 

Mr. Fahey. The same provision was put in the Army and Navy 
bills. 

Mr. EowE. That is a good answer, then. 

Mr. Hardy. I think a man ought to have his day in court if neces- 
sary. 

The Chairma!^. It is a part of the expense of the war. 

Mr. RowE. I was not raising that question; it was only the question 
of having a bill we can get through. But if it is the same provision 
contained in the Army bill that is a sufficient answer. 

Mr. Hardy. I judge, Mr. Payne, the main trouble is the Shipping 
Board does not know whether they have the legal authority to take 
appropriate action or not and want us to give it to them. 

Mr. Payne. Unfortunately, the Shipping Board does know. 

Mr. Chindblom. The Shipping Board is apparently convinced it 
has not the authority? 

Mr. Hardy. I rather think that is correct. 

Mr. Payne. If we did not know, we might have gone on and made 
the settlements. 

Mr. Hardy. Do you not think there is some question as to whether 
or not you have authority under the law to make these adjustments, 
having canceled the contracts? 

Mr. Payne. It did not seem to me. Judge, that the question was 
open to debate. The principle, I thought, was quite simple that after 
paying the man for work under the contract for all work and materials 
furnished then we got to the question of the damages growing out of 
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the cancellation of the contract. Now, those damages, it seems to me, 
were to be determined by the rules of law applicable to contracts and 
that that did not embrace these general claims which are illustrated 
by the word " amortization." In other words, to give to them the 
cost of their yards. In that is where I think the line must be drawn. 

Mr. Hardt. At any rate, it is much better to have a clear authority 
than a questionable one ? 

Mr. Payne. You know I went so far as to say to these gentlemen 
that if the committees of the Senate and the House would go on 
record as directing us to proceed I would be willing to take the re- 
sponsibility. Of course, it is very much better that the Congress 
should pass this le^slation and should define the rules as far as it 
reasonably may, which we may follow in awarding compensation. 

Mr. Hardy. As a matter of fact, there may be some rules that we 
ought to incorporate in the bill, but I would be willing to put it just in 
these general terms ; but since you yourself have expressed the opinion 
you have not' the authority under the law as it exists to-day to make 
these settlements, I think it would be better to pass a law than have 
approval of the action by members of the committee. 

Mr. Payne. Decidedly. Let me illustrate, if I may — ^I hope you 
won't ask me the name of the case — we had one of these cases, and they 
started with it, and finally it came to me personally, and I have the 
facts, broadly speaking, before me. It came up at a time when we 
were trying to decide how far we could go, and I said to these gentle- 
men, " If you are satisfied, I will agree that we will pay you so much." 
They said that was perhaps not quite enough, but they would rather 
take that than to have the uncertainty of it. Then this bill was intro- 
duced, the matter not having been settled, so I then referred it to our 
Philadelphia board, and they thrashed it out as exhaustively as they 
could and reduced the amount that I had said we would pay by a sub- 
stantial figure, and they came to me yesterday about it. I happened 
to have the chairman of the board and Mr. Ackerson over yesterday, 
and the claimants were very much distressed. " Well," I said, " this 
seems to be all the general counsel of the board will pass. We will 
pay you this now and give you a statement that you will be free to 
apply for reconsideration or your case if and when Congress shall 

Sass this bill." Of course, they were satisfied to leave it that way. 
Tow, that illustrates — ^you will find it in every case — a line beyond 
which a lawyer can. not find the authority to settle. 

The Chairman. Is there any shipbuilder in the room who would 
like to ask the judge any questions? 

Mr. Chindblom. If the judge is willing to be interrogated that way. 

Mr. Payne. I have no objection at all. 

Mr. Fahey. I would merely like to see on the point the Judge 
last referred to, if in order to save time and to relieve as much dis- 
tress as possible, it is now the policy of the board to proceed with 
settlements as rapidly as possible along that line in this interim ? 

Mr. Payne. I do not think the shipbuilders have been pressing 
their claims since this legislation started to be considered by Con- 
gress, with but very few exceptions. I think the whole subject has 
sort of lain dormant pending this consideration by Congress with 
a few exceptions. 
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Mr. Fahby. What I wish to ask, Judge, is if we understand that 
it is the policy, as far as they can press them, because it might take 
some time to get this legislation through 

Mr. Payne. Oh, yes. 

Mr. Fahey. If you are prepared to adjust what vou can and leave 
the rest to be dealth with as a result of the legislation? 

Mr. Payne. Yes, sir. 

The Chairman. We are very much obliged to you for your plain 
expressions, and I believe I voice the opinion of the committee on 
that. 

Have you anything further you wish to say, Mr. Stevens? 

Mr. Stevens. I have very little to add to what the Judge has said. 
I think it is very wise to pass this kind of legislation. I think I 
differ with him as to the reasons for passing it, but I think it is 
wise to pass it. I have always felt that the board had the legal 
power to make just settlements of these contracts if it wanted to 
assume the responsibility, but I think it would be a very wise thing 
for Congress to make an equitable settlement of these claims out- 
side of the terms of the contract, and I agree with the Judge that 
you ought to state in this bill, if you have an opinion on the sub- 
ject, as to whether equitable treatment means that the men and 
theise corporations should be made whole or whether they are en- 
tittled to any profit on the work done. That would simplify the 
work of the board, because I think probably there might be a great 
deal of difference of opinion in the members of the board itself as 
to whether "equitable" would include profit. Personally, I think 
these men are entitled to a profit on the work done, not only on 
ships completed but on work done. 

Mr. Hardy. For whatever portion of the work that was done, let 
them have a proportion of the profit on that work? 

Mr. Stevens. Yes. And it would certainly simplify the work of 
the board if you think "equitable treatment" requires that these 
men should not only be made whole but have a profit on the work 
done, to have you so state in the bill. 

Mr. Hardy. Can not that be expressed by something like this, 
that as to all work done they should have the profits contemplated 
in the contract, and as to work not done, in consequence of the con- 
tract being canceled, they should be made whole? For instance, 
here is a ship to be finished; the party has done that work under 
contract and he is entitled to have the portion of the profit coming 
under the contract at the time it was canceled. Strictly between 
private individuals, he might be entitled to his whole profit. But 
if he is allowed to be made whole for any damage by reason of the 
cancellation of the contract, and given his profit for the part of the 
contract performed, that would be equitable? 

Mr. Stevens. It would strike me as equitable. Apparently, from 
the way the bill is drawn, I think they rather expected that would 
be done, because there is a provision on page 3 — 

Provided further, That no prospective or possible profits of any kind shall 
be allowed on account of any ships or barges or other work contracted Cor on 
which no work has been done or commitments made. 

It rather indicates the opinion of the Senate committee that we 
might allow profit on work actually done. 



CLAIMS OF WOODEN-SHIP BUILDERS. 67 

Mr. Fahet. If you will pennit me, that amendment was intended 
for that purpose. And on the matter of meeting the depreciation 
charge, their amendment says "The diflferenoe between the actual 
cost of the yards, plants, facilities, machinery," and so forth and 
what it is worth to-day, but that the fees provided for in the con- 
tracts for depreciation shall be deducted, leaving the compensation 
earned for vessels delivered. The purport of that bill, as it stands in 
this amendment, won't provide for work not done ; all fees provided 
' for depreciation are to be deducted, leaving the compensation that 
was fixed per hull for hulls delivered to be allowed. 

Mr. Stevens. That is practically what Judge Hardy stated. 

Mr. Dean. That would leave a small profit on each contract. 

Mr. Fahet. That would leave a profit of $8,000 for hulls delivered, 
which is If per cent of the work. 

Mr. Stevens. I might say, just oflFhand — I have not given it any 
thought — I would suggest that I rather doubt the wisdom of throw- 
ing these cases in the Court of Claims. 

Mr. Chindblom. I think, on that subject, people who have had any 
experience in Washington with the Court of Claims will be very slow 
in letting a chance to settle now pass by and take their chances in 
the Court of Claims. 

In this matter of profit in these contracts: Is that, in the true 
sense, profit, or is it some compensation for supervision and manage- 
ment, or is it true profit? 

Mr. Dean. I think it is profit. 

Mr. Chindblom. You think it is nothing but profit? 

Mr. Dean. The contract allowed for those overhead charges, and 
such an amount for supervision. 

Mr. Chindblom. I want to get that clear. 

Mr. Fahey. There is this point, however, in a great many in- 
stances there are charges for expenses which the builders incurred 
and which the district supervisors disallowed, which would have 
to come out of those fees, so that they never would get the fees at that 
price. There were endless cases of that kind. 

Mr. Dean. Automobiles, et cetera? 

Mr. Fahet. There were no doubt cases of that kind, but there 
were many cases where they could not get an auditor, for example 
for $3,600, which was the standard price, and had to pay $4,000, 
and they had to have the auditor. 

Mr. Hardy. Is there anything else, Mr. Stevens, you would like to 
say in reference to the bill? 

Mr. Stevens. That is all I have to say. 

Mr. Hardy. As I understand you, you are inclined to think you 
have the authoriW to make those settlements ? 

Mr. Stevens. I say I differ somewhat with Judge Payne, and at 
the time Judge Payne came on the board and Mr. Scott, the majority 
of the board were willing to assume the responsibility of making 
an equitable settlement on these wooden-ship claims. I think it is 
much wiser for Congress to direct us to do it. 

Mr. Hardy. In other words, you will feel better satisfied? 

Mr. Stevens. Yes. And I may say, in that regard, I understood 
Judge Payne to say he was willing, if the two committees of the 
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House and Senate authorized the Shipping Board to do so, to take 
the responsibility and do it. Such a resolution could not confer 
any legal power whatever ; it would merely share the responsibility 
and strengthen the position of the board. 

Mr. Hardy. The best thing is law. 

Mr. Stevens. By far. Judge. It is very much better to have this 
kind of a law, both from the point of view of the Shipping Board 
and the shipping interests than it is to go ahead without it. 

STATEliENT OF MK. OEOKOE P. WBiaST— Continued. 

Mr. Weight. The Wright Shipyards began negotiations on the 
adjustment of our claims about April 15, 1919, and the then dis- 
trict manager had resigned on April 1, 1919, and he was succeeded 
by his assistant, who stayed in the office only one month and then 
he resigned. 

The third district manager was appointed from the Philadelphia 
office, Mr. Frick, and he arrived in Seattle about May 15. We had 
not concluded the settlement of our extra claims when Mr. Frick 
arrived. He got to making an investigation of our claims with 
reference to the extras under this contract No. 329, and decided that 
the extras, as allowed under the other contracts, were not allowable 
under this contract. We entered into conference with him on that 
matter and presented our arguments and, as a result of that, Mr. 
Frick called a meeting of the wood shipbuilders of Puget Sound to 
meet in his office, the other builders — ^many of them — ^being inter- 
ested in the same matter. As a result of that meeting and the pre- 
vious investigation Mr. Frick had made, he decided that his posi- 
tion had not been well taken and that we were entitled to such ex- 
tras as had been allowed previous builders up to this time and such 
as we claimed under this contract. Mr. Frick embodied that de- 
cision in a letter to Mr. P. J. McAuliffe, manager ship-construction 
division, Philadelphia, Pa., under date of September 11, 1919, and 
gave his rfeasons at length. I presume it is not necessary to read the 
letter, but to have it put in the record. However, he decided it in 
our favor. 

(The letter referred to is as follows:) 

September 11, 1919. 

From: Northern Pacific District, EL E. Frick, district manager. 

To: P. J. McAuliffe, manager Sliip Construction Division, Philadelphia, Pa. 

Subject : Contract 329 W. H., VTright Shipyards. 

1. Referring further to our letter of September 9, under the caption quoted 
above, with which was forwarded a statement from Mr. George P. Wright, tak- 
ing exception to our ruling on extras under his contract 329, dated June 20, 
1918. 

2. Upon further investigation of tliis subject it has been brought to our 
attention that contract 195 W. H., between the Emergency Fleet Corporation 
and Babare Bros., dated February 21, 1918, provided for a lump sum of 
$338,500 per vessel and contains a similar clause to paragraph 3, quoted in 
connection with Wright's contract 329 W. H. 

3. As the extra fastening required by the American Bureau of Shipping 
was not effective until a period subsequent to the signing of the Babare 
Bros, contract, the contractors have been allowed an extra for this work and 
a settlement has already been made and approved by W. A. Magee, former 
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district manager. Therefore, in view of the fact that Babare Bros, agreed 
on a contract price of $338,500 for this completed hull, previous to the date 
that these additional requirements of the American Bureau became effective, 
the former district manager acted in a spirit of fairness in allowing these 
items as an extra. The Wright contract, although dated some months later, 
was evidently based upon the same conditions that applied to Babare Bros., 
and it is therefore felt that our action in his case should be similar to the 
action taken by Mr. Magee in the case of the contract with Babare Bros. 

4. We therefore request that you permit us to withdraw our letter of Septem- 
ber 9, as it is deemed advisable in view of existing conditions to allow Mr. 
Wright's claims on the same basis as those already allowed by former district 
managers in the case of Babare Bros., Seaborn Shipyards, Nilson & Kelez, and 
Tacoma Shipbuilding Co. 

5. The district manager, in making his decision basis the same on the fact 
that Babare Bros, contract was dated prior to these items becoming a require- 
ment of the American Bureau of Shipping, further on the fact that the four 
yards cited herewith have already been paid extra for these items by former 
district managers, and it might be setting a dangerous precedent to open up 
claims which have been settled by former incumbents of this office, and as in 
our opinion Babare Bros, contract Is similar to that of the Wright Shipyards, we 
feel that our action in withdrawing our letter of September is in every way 
warranted. 

We considered the matter settled, and it was not until some 
weeks later that we understood the matter had not been settled, and 
that the Philadelphia office, through some other changes including 
some one else in place of Mr. McAuliffe, had decided that they would 
not pass upon that matter of extras. So that leaves the whole ques- 
tion of extras on ships built under these contracts on Puget Sound as 
an unsettled question. Mr. Frick soon after resigned and another 
district manager is in charge there now, Mr. Frick being in the Phila- 
delphia office. The allowances that had been made to other yards 
are illustrated by this copy of allowances made to the Seaborn Ship- 
yard on Puget Sound, totaling $38,284.30 per hull. 

Mr. Ghindblom. Are they for extras? 

Mr. Wright. Yes; that is for extras. 

Mr. Ghindblom. Is that a case that has been finally settled ? 

Mr. Wright. That has been finally settled and paid on eight ships. 

Mr. Fahey. This was for the same extras. 

The Chairman. Can you furnish that for the record ? 

Mr. Wright. Yes. Of course the department has it in their files. 

(The statement submitted by Mr. G. P. Wright is as follows:) 

Item 1. Extra knees — Breast hooks: 

luatenal 

10 10-inch knees, at $7.20 $72. 00 

10 per cent, r 7. 20 

$79. 20 

Labor — 

Carpenters 166. 80 

Fasteners 52.60 

Mill 58.00 

277. 40 
50 per cent 138.70 

416. 10 

495. 30 

10 per cent over all 49. 53 

$544.83 

Necessary for construction strength — Verbal authority. 
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Item 2. Gun house (cost of house as built): 

l^Siterial 

8,650 feet lumber, at $45 |389. 25 

625 pounds nails, at $8.75 54. 69 

1,356 pounds iron, at $5.50 74. 58 

296 pounds nuts and washers, at $13.75 40. 70 

185 pounds headed bolts, at $7.50 13. 88 

11 yards canvas, at $1.25 13. 75 

300 feet molding, at $1.50 4. 50 

4 brass locks, at $5 20.00 

4 pairs hinges, at $2 . 25 9. 00 

4 14-inch air ports, at $26 104. 00 

1,350 deck plugs 2.25 

Pipe supports (60 feet galvanized pipe), at $1 60. 00 

150 pounds special castings, at $0.08 12. 00 

50 pounds oakum, per bale $8 8. 00 

20 pounds cotton, at $0.25 5. 00 

4 gallons paint, at $2.50 10. 00 

' 821. 60 

10 per cent 82.16 

$903.76 

Labor — 

190 days, joiners, at $6.60 $1, 254. 00 

14 days, laborers, at $3.96 55. 44 

18 days, foreman, at $7.70 138. 60 

1, 448. 04 
50 per cent 724.02 

2,172.06 

3, 075. 82 
10 per cent 307.58 

3,383.40 

Authority, 0-242, 0-252, C-253, C-270, C-282. 

Credit (house as planned) : 
Material — 

3,020 feet lumber, at $45 135. 90 

208 pounds nails, at$8.75 18.20 

, 450 pounds iron, at $5.50 24.75 

100 pounds nuts and washers, at $13.75 13. 75 

70 pounds headed bolts, at $7.50 5. 25 

11 yards canvas, at $1.25 13. 75 

200 feet molding, at $1.50 3. 00 

4 brass locks, at $5 20. 00 

4 pairs brass hinges, at $2.25 9. 00 

4 14-inch air ports, at$26 104.00 

675 deck plugs 1. 15 

25 pounds oakum 4.00 

10 pounds cotton 2. 50 

IJ gallons paint, at $2.50 3.75 

359. 00 
10 per cent 35.90 

394. 90 

Labor — 

80 days, joiners, at $6.60 528. 00 

6 days, laborers, at $3.96 23.76 

6 days, foremen, at $7.70 46. 20 

597. 96 
50 per cent 298. 98 

896. 94 

1,29L84 
10 per cent 129. 18 

1,42L02 

1, 962. 38 
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Item 3. Strengthening the entire forecastle: 

3,000 feet fir lumber, at $40 $120.00 

10 per cent 12.00 

$132.00 

Labor — t 

Carpenters 114. 20 

Fasteners 78. 55 

192. 75 
50 per cent 96.38 

289. 13 

421. 13 

10 per cent over all 42. 11 

$463. 24 

Plans show no bracing sufficient to carry strain 
of windlass; added material and work ordered 
verbally. 
Item 4. Cargo gear — mast iron — 

Forging, extra heavy, 11,100 pounds, at 30 cents 

per pound 3,330.00 

Against specification calling for cajst steel, 
which could be purchased at 17 cents. 

Material 440. 00 

10 per cent 44 . 00 

484.00 

Labor 660. 00 

50 per cent 330 . 00 

990.00 

1,474.00 

10 per cent over all 147. 40 

; 1,621.40 

Authority, Capt. W. A. Magee. 
Item 5. Joiner work — Plumbing and heating, bulkheads, etc. : 
Boat deck extension — 
Material — 

Lumber, 1,400 feet, at $45 63.00 

Moldings, 500 feet, at $0.02 10. 00 

Nails, spikes, and tacks, 50 pounds, at 

$0.10 5. 00 

Carriage bol ts, 35 pounds, at $0.12 4. 20 

Canvas, 60 yards, at $1.10 66.00 

Felt, 2 rolls, at $3.50 7. 00 

Deck scruppers, 115 pounds, at $0.17 19. 55 

174. 75 
10 per cent 17.47 

192. 22 
Labor — 

32 days, joiners, at $6.60 211.20 

4 days, helpers, at $4.40 17. 50 

228. 80 
50 per cent 114. 40 

343. 20 

Plumbing in gun house- 
Material — 

Toilet, lavatories, pipe, lead lining, tile . . 250. 00 

10 percent 25.00 

275. 00 

Labor 125. 00 

50 per cent 62. 50 

18 7.50 
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Item 5. Joiner work — Continued. 
Boat chocks — 
Material— p 

Iron, lead paint |196. 50 

10 per cent 19. 65 

Labor 211. 00 

50 per cent 105. 50 

Changes in magazine — 
Material — 

Lumber, nails, iron pipe, door hardware. . 22. 00 

10 per cent 2.20 

Labor — 

9 days, at $6.60 59. 40 

50 per cent 29. 70 

Extra studding in houses — 
A4aterial^~* 

1,500 feet of lumber, at $45 67. 50 

- 10 per cent 6. 75 

Labor — 

11 days, at$6.60 72.60 

50 per cent 36.30 

Coal chute and hatches — 
Material — 

Lumber, iron 35. 00 

10 per cent 3.50 

Labor — 

10 days, at $6.60 66.00 

50 per cent 33. 00 

, Boat booms — 
Material — 

Lumber, 1,200 feet, at $45 64.00 

10 per cent 5. 40 

Labor — 

Spar makers, 20 days, at $7.70 164. 00 

Spar makers, foreman, 4 days, $10 40. 00 

194.00 
50 per cent 97.00 

Deck boxes, by local steamboat inspectors — 
Material — 

Lumber, mails, paint 20. 00 

10 per cent 2.00 

Labor — 

8 days, at $6.60 52.80 

50 per cent 26.40 

Furniture — 4 benches, mess-room tables, officers* 
mess-room table, bookcase, captain's room — 
License and pilot, safety-first rules, frames — 
Material — 

Lumber 56. 00 

Paint 4. 00 

Glass 3. 00 

63.00 
10 per cent 6.30 



$216. 16 
316.50 



24.20 



89.10 



74.25 



108.90 



38.50 



99.00 



59.40 



29L00 



22.00 



79.20 



69.30 
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Item 5. Joiner work — Continued. 
Furniture — Continued . 
Labor — 

14 days, jointers, at $6.60 |92. 40 

3 days, painters, at ^5.50 16. 50 

108. 90 
50 per cent 54. 45 

$163. 33 

Change in stem construction, solid chocks with 

additional strong back and transoms — 

ACaterial 

3,000 feet fir lumber, at $45 135. 00 

1,000 pounds iron, at$0.05 50.00 

185.00 
10 per cent 18. 50 

203. 50 

Labor — 

42 days, carpenters, at $6.60 277. 20 

10 days, fasteners, at $5.25 52. 50 

329. 70 
50 per cent 164.85 

494. 55 

Log bulkhead in hold (against 3-inch diagonal) — 

B^aterial"~~ 

5,000 feet lumber, at $45 225.00 

2,000 pounds iron, at $0.05 100. 00 

325.00 
10 per cent 32.50 

357. 50 

Labor (same as diagonal work) 3, 704. 32 

10 per cent over all 370. 43 

$4, 074. 75 

Item 6. Extra work — ^Water-tight doors, strong back: 

^ Material 50. 00 

10 per cent 5. 00 

55. 00 

Labor 250. 00 

50 per cent 125.00 

375.00 

430. 00 
• 10 per cent over all 43. 00 

473. 00 

No plans or specifications to cover this most 

important work. We expect claim to be 
allowed. Can not quote specific authority. 
Item 7. Billboards or anchor chafing plates: 
Material — 

3,668 poimds 19-gauge galvanized iron, at 

$7.50 275. 10 

145 pounds 34nch boat nails, at $0.12 17. 40 

2 rolls Irish ship felt, at $3.60 7. 20 

299. 70 
10 per cent 29.97 

329. 67 

Labor — 

Carpenters, 28 days, at $6.60 184. 80 

50 per cent 92.40 

277. 20 

606.87 
10 per cent over all 60. 69 

667. 56 

Authority, C-267, Aug. 15, 1918. 
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Item 9. Hatch lining — Iron angles: 
Material — 

200 linear feet 2 by 2 inch angle iron, 1,050 

pounds; 162 linear feet 2-inch round iron, 

1,696 pounds ; 223 linear feet | by 6 inch flat 

iron, 1, 672 pounds; 36 linear feet 3 by 3 inch 

angle iron, 300 pounds; total, 4,718 pounds, 

at 6 cents $283. 08 

200 pounds spikes, at 18.50 17. 00 

Wooden plugs 2. 50 

2,950 feet 1 J-inch iron bark, at 25 cents 737. 50 

1, 040. 08 

10 per cent : 104.08 

II, 144. 08 

Labor — 

44 days, at 16.60 290.40 

50 per cent 145. 20 

' 435. 60 

$1, 579. 68 
10 per cent over all 157. 97 

Authority: Not called for on any plan; work 
ordered by Inspector Vamey verbally; 
changed by order C-279, which does not affect 
any ship now claimed on. 
Item 10, Wireless room — Insulation: 
Material — 

1,600 square feet felt, at 32 cents 512. 00 

10 per cent 51 . 20 

563.20 

Labor — 

2 days, at 16.60 13.20 

50 per cent 6. BO 

19.80 

583,00 
10 per cent over all 58. 30 

C-258, Apr. 22, 1918. 
Item 11. Engine and boiler — ^Holding-down bolts: 

Labor 220. 00 

50 per cent 110.00 

330.00 

10 per cent over all 33. 00 

Authority, C-250. 
Item 12. Treenails (origuial speci^cation and plan 
show no treenails needed longer than 36 inches); 
extra treenails, 5,000 pieces; extra treenails, 6-incn 
lengths, 24,000 pieces: 
Material — 

5,000 pieces, at $120 600. 00 

Wedges for same, at 11.50 7. 50 

Extra lengths locust stock, 12,000 feet 510. 00 

1, 117. 50 
10 per cent 111. 75 

1,229.25 

Labor — 

62 days, at 15.50 1 341.00 

50 per cent 170. 50 

— 511. 50 

, 1, 740. 75 

10 per cent over all 174. 08 

American Bureau requirements; C-65, Aug. 17, 
1917; C-11. 



1, 737. 65 



641.30 



363.00 



1, 914. 83 
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Item 13. Extra iron driven, over original specifications and 
plans, 94,136 pounds: 
Material — 

94,135 pounds iron, at $4.35 $4, 094. 87 

10 per cent 409.48 

$4, 504. 35 

Labor — 

Stage building, 36 days, at $6.60 237. 60 

Engineers, 12 days, at $6.60 79. 20 

Fasteners, 972 days, at $5.25 5, 103. 00 

Blacksmiths 158. 40 

5,578.20 
"50 per cent 2,789.10 

8,367.30 

12,87L65 

10 per cent over all ; 1, 287. 16 

$14, 158. 81 

Authority, C-11, 0-65, American bureau, Aug. 17, 1917. 
Item 14. Trucking aprons or brows: 

Material 30.00 

10 per cent 3.00 

33.00 

Labor : 180. 00 

50 per cent 90.00 

270. 00 

303.00 

10 per cent over all 30. 30 

— 333.30 

Ordered furnished; no specifications to cover. 
Item 15. Extra wireless room — Insulation: 
Ooldnstora^ room — 
Material — 

300 feet 3-inch cork, at 46 cents 144. 00 

1,200 feet 2-inch cork, at 33 cents 396. 00 

540.00 
10 per cent 54.00 

594.00 

Labor — 

13day8, at$6.60 85.80 

6 days, at $5 30. 00 

115. 80 
50 per cent 57.90 

173. 70 

Galley hatch — 

Material — 

500 feet galvanized iron,' 789 pounds, at 

12 cents 94. 68 

560 feet asbestos, at 14 cents 78.40 

10 pounds nails, at$0.875 .88 

173. 96 
10 per cent 17.39 

191. 35 

Labor — 

7 days, tinsmith, at $7 49. 00 

7 days, helper, at $4.80... 33. 60 

82.60 
50 per cent 4L30 

123. 90 
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Item 15. Extra wireless room — Continued. 
Engine and boiler room hatch — 

Magnesia block, 958 square feet, at 42^ cents . . $407. 15 
10 per cent 40.71 

$447. 86 

1, 530. 81 

10 per cent over all 153. 81 

$1, 683. 89 

Authority, Spec. A-112, C-240 Spec, pp. 28-15. 
Item 16. E^tra deck bolts, shackles, rings, rigging; 
lifeboat extras; 12 Panama chock closers; 2 raised 
manhole rings and covers: 
Material— 

12 Panama closers, at $4.45 53. 40 

2 raised manhole (covers) lugs (rings) 112. 00 

Other gear 82.00 

247. 40 
10 per cent 24.74 

272. 14 

Labor — 

Carpenters, 22 days, at $6.60 145. 20 

Riggers, 10 days, at$6.60 66.00 

21L20 

50 per cent 105.60 

316. 80 

588. 94 

10 per cent over all 58. 89 

647. 83 

No plans or specifications to cover. 
Item 17. Oakum (specifications No. 4, May 1917, p. 21, 
clause 96, insufficient) : 
Material — 

36 bales Stratfords, at $8.50 306. 00 

10 per cent 30.60 

336. 50 

Labor — 

Spinning, driving, hawsing, 171 days, at $8.50 1, 458. 50 
50 per cent 726.75 

2,180.25 

2, 516. 85 
10 per cent over all 251. 68 

2,768.53 

One extra thread throughout and where necessary 

fill the seam. Capt. Magee's authority. 
Item 18. Ventilators: 

4 12-inch coal-bunker ventilators, at $100 , 400. 00 

4 bunker ventilator rings, at $2.80 11. 20 

2 mushroom ventilators, at $25 50. 00 

461. 20 
10 per cent 46.12 

507.32 
10 per cent over all 50. 73 

558.06 

1 oilskin locker, 1 wireless room. 

Item 20. Lining coal chutes: 
Material — 

Iron, 715 pounds, at 6 cents 42. 90 

Iron bark, 225 feet, at 25 cents 56. 25 

Nails, etc 3. 75 

102.90 
10 per cent 10.29 

113. 19 
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Item 20. Lining coal chute — Continued. 
Labor — 

5i days, at $6.60 136.30 

50 per cent 18. 15 

$54.45 . 

167.64 

10 per cent over all 16. 76 

$184. 40 

Authority, Capt. W. A. Magee, telephone au- 
thority. 
Item 21. Filling in spaces amidships in bunkers: 

Labor 55. 00 

.50 per cent 27.50 

82. 50 

10 per cent over all 8. 25 

90.75 

Capt. W. A. Magee^s order, verbally. 

Item 22. Change in limber strakes and drainage system. 

Plans, details, and specifications inaccurate and impos- 
sible to follow. Changed repeatedly to conform with the 
wishes and verbal instructions of inspectors and American 
bureau Euid naval architect. 

Labor — 

32 days, at $6.60 211.20 

50 per cent 105. 60 

316. 80 

10 per cent over all 31. 68 

348. 4» 

Item 23. Additional stanchion in square of hatch: 
Material-^ 

8 knees, at $10 80. 00 

16 hardwood caps, at $7 112. 00 

3,000 feet lumber, at $45 135. 00 

1,200 pounds iron, ai $0.05 60.00 

10 per cent 38.70 

387.00 

425.70 

Labor — 

15 days, at $6.60 99.00 

50 per cent 49. 50 

148. 50 

574. 20 

10 per cent over all , 57.42 

— 63L62 

Authority (revised Dec. 6, 1918, and 374), Capt. 
Whitney, Mar. 8, 1919. 
Item 24. Covering main rail : 
Material — 

2.000 feet lumber, at $45 90. 00 

300 pounds spikes, at $0.08 24. 00 

4 gallons paint, at$2.50 10,00 

124. 00 

10 per cent 12.40 

136. 40 

Labor — 

' lldavs. at $6.60 72.60 

50 per cent 36.30 

108. 90 

245. 30 
10 per cent over all 24. 53 

269.83 

Authority, Capt. Rusted, verbally. 
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Item 25. Gang plank: 
Material — 

Lumber, iron, screw eye, eyebolts, nails, 
paints, etc $42. 00 

10 per cent 4.20 

146. 20 

Labor — 

11 days, at 16.60 72.60 

50 per cent 36.30 

108. 90 

155. 10 
10 per cent over all 15. 51 

Authority, Gapt. Rustad. 

Items 26 and 27. Rudder bearer — Rudder gland: 
Labor (on above items) — 

12 days, at $6.60 79.20 

50 per cent 39.60 

118. 80 

10 per cent over all 11. 88 

Material on these two items already paid as an 
extra. 
Claim is for labor only. 

Item 29. Extra scupper: 
Material — 

Lead pipe, copper nails, white lead 22. 00 

10 per cent. .. ; 2.20 

24. 20 

Labor— 

5i days, at $6.60 36.30 

50 per cent 18. 15 

54. 45 

78.65 
10 per cent over all 7. 86 

American bureau requirement. 
Item 30. Plimsol mark: 
Labor — 

Carpenter 13. 20 

Rigger 3.00 

16.20 

50 per cent 8. 10 

: 24.30 

10 per over all 2. 43 

American bureau requirement. 
Item 31. Extra stanchion under poop to support rudder bearer: 
Material — 

Lumber, iron, paint 12. 00 

10 per cent 1.20 

13.20 

Labor — 

3 days, at $6.60 19.80 

50 per cent 9.90 

29. 70 

42.90 
10 per cent over all . . ^ 4. 29 

Authority, X-316, Dec. 9, 1918. 



$170. 61 



130. 68 



86.51 



26.73 



47.19 
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Item 32. Dynamo flat: 
Material — 

Lumber, 3,000 feet, at $45 1135.00 

Iron, 300 pounds, at $0.05 15. 00 

Spikee, 200 pounds, at 10.08 16. 00 

166. 00 
10 per cent 16.60 

$182. 60 

Labor — 

21 days, at $6.60 138.60 

50 per cent 69.30 

207. 90 

390. 05 
10 per cent over all 39. 05 

1429. 55 

Authority, C-271. 

Item 33. Grounding wireless and other grounding 
throughout ship: 
Material — 

Yellow metal, ships felt, special bolts, 

washers, seizing wire 195. 00 

10 per cent •. 19 . 50 

214. 50 

214. 50 

Labor — 

Carpenters, 8 days, at $6.60 52. 80 

Riggers, 54 days, at $6.60 356.40 

Foreman electricians, 5 days, at $10 50. 00 

459. 20 

50 per cent 229.60 

688. 80 

903. 30 
10 per cent over all 90. 33 

993. 63 
Authority: Jan. 5, 1918; C-198: C^210, Feb. 1, 
1918. 
item 34. Pipe stanchion ofiicers' mess: 

Material 4. 50 

10 per cent .45 

4.95 

Labor 12. 00 

50 per cent 6.00 

18.00 

22. 95 
10 per cent over all 2. 29 

25. 24 

Authority: C-245. 

Item 35. Lining hawse pipes: 
Material — 

Sheet lead, copper nails, solder 40. 00 

10 per cent 4.00 

44.00 

Labor — 

4 J days, at $11 49. 50 

50 per cent 24. 75 

74. 25 

118. 25 
10 per cent over all 11. 82 

130. 07 

Total 38,284.30 

Authority: C-245. 
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Mr. Wright (continuing). Here is a question where, under the 
strict interpretation of the law, as defined by Judge Payne, he can 
raise questions about the payment of those extras, under a different 
attitude of justice and fairness and just compensation and also tak- 
ing into account all the facts, our attorneys advised us we are on 
good legal ground on those extras, but the difficulty is it is almost 
impossible ft)r a shipbuilder to enforce a legal right against the Gov- 
ernment. Consequently, this is one of the cases which this bill ought 
to cover and make clear to the Shipping Board what payment should 
be made. 

Mr. EowE. Do you think section 2 i^ broad enough to cover that? 

Mr. Wright. That is what we think; yes. The next question on 
which we are interested is the question of amortisation of the yard. 
I understand that word " amortization " has been brought out of the 
dictionary by the Emergency Fleet accountants, and that it means 
and has reference to the sudden death of this business. [Laughter.] 
That is why it is called " amortization" rather than " depreciation.'^ 
Of course, depreciation naturally applies to the use of machinery in 
a going concern ; but in case we have bought, as we had, some new 
machinery which had not been unloaded from the cars at the time 
this cancellation came, there was no depreciation on that machinery. 
But for our purpose, the value of it was entirely gone because the 
business for which it was intended was gone. 

Mr. Fahey. Mr. Wright, of Astoria, Oreg., representing the 
McEachem Co., has to get away on a train to-night, and I will ask 
the committee to permit Mr. Wright to suspend his statement at 
this point in order to accommodate him. 

STATEMENT OF MR. E. W. WBIGHT, OF ASTORIA, OREO., VICE 
PRESIDENT AND GENERAL MANAGER OF THE McEACHERN 
SHIPBTTILDING CO. 

Mr. Wright. This yard which I represent started in 1916. We 
were building motor ships at the time the war broke and I have here 
a brief statement I made up to submit to Philadelphia in connec- 
tion with the claims I have been down there trying to get through 
since last June. I have abbreviated this, for this reason, that I have 
made copies of this and they are to be found in every department 
of the Government, I think, that has ever had anything to do with 
the shipping business, so I have summarized this in order not to de- 
lay the hearing. This is a chronology of our ifirst contract, number 
96, for 10 ships. This is a lump-sum contract. (Reading:) 

AprU 13, 1917: United States Shipping Board wired 187 words asking how 
many ships we could build, etc. 

April 14, 1917 : United States Shipping Board, through District Officer Blaln 
wired us to advise immediately maximum number we would bid on, stating^ 
" forwarding plans and specifications shortly." 

May 24, 1917: McEachern Ship Co. wired would bid on eight ships includ- 
ing installation. 

May 29, 1917: District Officer Blain visited yard and ordered us to discon- 
tinue construction and building for private account and undertake contracts for 
Emergency Fleet Corporation. 

The manager also instructed us how to increase facilities of the- 
yard. 
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Mr. Chi:ndblom. When you say " ordered " what language did he 
use; do you remember? 

Mr. Wright. He said: "I want you to stop work on these com- 
mercial ships and undertake the other." We had at that time ma- 
terial in the yard for six motor ships we were building already 
bought and paid for and in the yard ready for use. (Reading:) 

June 21, 1917: Wentworth, district officer, again asked number we would 
bid on, and promised us plans, etc. 

June 23, 1917: Advised Wentworth would bid on eight ships soon as we 
could get plans and specifications. 

July 3, 1917: Received preliminary plans for Hough ship with lumber esti- 
mate of 1,544,202 feet. 

I would explain the reason we took that Hough type ship in pref- 
erence to the Ferris ship, which was the standard adopted by the 
Government, was from the 'fact that the first Ferris ship had a 
steel bow, which it was not possible to build out of wood, so we 
could not build the Ferris ship. The Hough ship was more expen- 
sive to build, but it could be Duilt out of wood. The Ferris plans 
were afterwards changed so that they could twist the plank into 
shape the same as they could a steel beam. We received those pre- 
liminary plans for the Hough ship, with a lumber estimate of 1,544,- 
000 feet, and it was on that amount of lumber we based our bid. 
[Reading :] 

July 6, 1917: McEachern Ship Co. submitted bid by wire offering to build 
ten (10) Hough ships at $300,000 each. 

July 6, 1917: Fuller, of the Emergency Fleet Corporation, stated bid too 
high, but " other conditions satisfactory." 

That " other conditions " he said was in regard to the bid. I am 
calling your attention to that because this comes in a little later 
and is very pertinent. [Reading:] 

July 7, 1917: McEachern Ship Co. offered to build ten (10) ships at $290,- 
000 each, stipulating that " This concession in price is made for immediate ac- 
ceptance and in order that we can at once begin making use of our equipment 
and large force of men which we have been holding in readiness for this work.'* 

July 8, 1917: Wentworth advised us that Emergency Fleet Corporation 
would not pay more than $280,000 each for 10 Hough ships. 

July 9, 1917: Having no alternative except to retire from business and lose 
our big plant and men trained at our expense, we accepted $280,000, based on 
a lumber list of 1,544,202 feet. 

July 10, 1917: Fuller recommended acceptance of this bid, but insisted con- 
tract be guaranteed by M. H. Houser. 

July 12, 1917: Fuller wired contract was being prepared and would be sent 
out for signature. 

We meanwhile made that guaranty. [Reading :] 

July 19, 1917: Contract received, signed, and returned to Emergency Fleet 
Corporation by McEachern Ship Co. 

August 2, 1917: Notified by Capps, through Blain, that contract would not 
be signed by Emergency Fleet Corporation until McEachern Ship Co. could 
show amount of first payment had been expended for labor and material. 

August 4, 1917 : McEachern Ship Co. wired had signed contract in good faith 
and thought it should stand as signed by them July 9. 

August 11, 1917: Capps, of Emergency Fleet Corporation, through Blain, 
wired Emergency Fleet Corporation would insist that all of first payment be 
deposited in special fund and belonged to Emergency Fleet Corporation until 
all of it had been checked out by Emergency Fleet Corporation agent for 
labor and material, a provision not appearing in contract signed by us. 

159901—20 6 
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August 13, 1917: McEachern Ship Co. accepted change in contract, stating, 
"The linancial difference is petty, but considering the treatment given other 
bidders, the principle involved necessitates a great sacrifice which we are 
willing to make in order to prevent further delays in construction during 
fine weather period." 

August 28, 1917 : Capps wired that before signing contract Emergency Fleet 
Corporation desired to insert a proviso by which the protection guaranteed 
us on labor and lumber would not be effective until the cost of the vessel 
reached $260,000. 

Some more other conditions satisfactory. [Reading:] 

August 30, 1917 : McEachern Ship Co., still hoping to get the contract signed 
before the war ended, agreed to the change with the following comment: 

'* Considering that we have carried an unnecessarily large force of em- 
ployees for many months waiting the signing of this contract, and have held 
the ways idle for several weeks, we think we are entitled to immediate action 
on the long-delayed contract. We have handled this matter from the beginning 
as a business proposition and have sought no political help from our Senators 
and Representatives. 

" We are not inclined to believe that the delay to which we are being sub- 
jected is due to our failure to enlist political influence, and we do not think 
that knowledge of how to get contracts is regarded more highly by the Gov- 
ernment than the knowledge or how to build ships, or that it is superior to the 
possession of facilities with which to build them, but the exasperating delays 
to which we are being subjected are steadily absorbing any possible profits we 
might make, and at the same time is preventing the Government securing ships 
quickly from a yard already in operation." 

September 6, 1917: Contract was signed by E. F. C. 

September 11, 1917: Contract which McEachern Ship Co. signed July 19 
was received with E. F. C. signature, changes, amendments, and provisos in- 
cluded. 

November 17, 1917 : First payment on contract received. 

Summarized: The largest wood-ship yard in the United States, with a big 
crew trained at their own expense and with abundant capital for still further 
Increasing its operation, was forced to remain practically idle for months 
during the most critical period of the war, and in the end, with its commercial 
shipbuilding business ruined, was forced to accept a contract $20,000 per ship 
less than was being paid for ships which were much cheaper to build. 

That was what we went up against in getting the contract. Wliile 
this was going on, the Government started in to build a yard of 
their own out there alongside of uSj where there were not enough 
men for yards already in operation. They built that yard and put 
in three shifts of men and built the same type of ship we were build- 
ing, the Hough type. Of course the yard was built for them at an 
expense that no sane man would build a yard of his own, expensive 
machinery put in there, which, of course, made it cheaper for them 
to build ; they could build more ships and build them faster than we 
were able to do, but it made it a great deal more expensive. 

Mr. Chindblom. Was there a corporation organized for building 
that shipyard, or was the Shipping Board doing that work directly 
itself? 

Mr. Wright. A corporation was organized out there, but the Ship- 
ping Board built the plant for them. 

Mr. Chindblom. What was the name of the corporation? 

Mr. Wright. That is the Grant-Smith-Porter Co. The yard was 
at St. Johns, Oreg. I have some of the Government's own figures 
on what that yard cost to build ships. We built 10 of the Hough 
ships and they built about 30 of them. The average cost, this is the 
labor, the labor days of eight hours, in our yard, were 24,077 to build 
one ship. That is that many days' labor. Now, for the Grant-Smith- 
Porter yard on the Hough type ship, it was 31,649 days. In other 
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words, we built our ships with about 7,000 days less labor, or some- 
thing over $40,000 less labor cost than they did. Their plant cost ab- 
solutely nothing; they had no money invested, the Government put 
up all the money as they went along, and the ships cost from $50,000 
to $75,000 more than we offered to build them for. 

Mr. LyIaE. And their profit was 10 per cent on the cost. 

Mr. Wright. They were allowed fees of $19,000 for the work and 
$20,000 for the installation, a total of $39,000 for the two. 

Mr. Lyle. Have they been settled with? 

Mr. Wright. Oh, yes; they have been settled with and the Gov- 
ernment has the yard there. At that time our men, of course, saw 
we v^ cro unable to get these contracts. At the time we were stoppjed 
from building commercial ships we had five of those ships on the 
ways — three about ready to launch and two that were partly in the 
frame. 

Mr. Chindblom. You mean commercial ships? 

Mr. Wright. Yes; commercial ships. I had sold those commer- 
cial ships. On the basis I had been selling previous ones, we were 
turning out these ships at a cost of $235,(W0 apiece, about a 2,700- 
ton ship, and I sold on© of them at $287,500, and the other at 
$292,500. 

Soon after we sold those ships the Government put in this scale. 
I say " soon after " ; it was quite a while after it was put in. But 
these other yards began to come in and began paying this Macey 
scale, and we could not finish the commercial ships in one end of 
the yard on one scale and Government ships in the other end of 
the yard on another scale. The result was we lost $141,000 on those 
two ships, where we should have made a profit of $50,000, the way 
we had been going. That was due almost solely to the interference 
with the classifications of our men. We had provisos in our con- 
tracts that took care of advances in wages. That was provided 
for. But it shot our transportation all to pieces. For instance, we 
were paying $4 and $4.50 for a common hammer and saw man, a 
little above a laborer, and then were paying $5 a day for a good 
house carpenter, and $6 a day for the shipwright. The Macey 
board comes in and says, "Pay everybody that uses an edge tool 
$6.60 a day." The result of that was that the $4 and $4.50 men 
got an advance of $2 to $2.50, and the $6 man, who was really 
worth the money, got an advance of 60 cents a day. That made the 
good man sore, and he would not work, and I do not blame him. 
The other man could not work ; he did not know how ; he had not 
been trained up to that point. The result of that was when we 
got the final figures on our Government ships, we found that, where 
we were putting the lumber into a commercial ship, the labor cost 
per day for all the work on the ship was $38.25, the Macey board 
gave us an advance of 34.7 per cent in our yard in wages. Theoret- 
ically, that brought the lumber cost up to $52 a thousand for put- 
ting it into the Government ship, but the actual cost was $100.23 
per thousand to put that lumber in, with the Government taking 
the right away from us to do our own classifying. 

Now I appealed repeatedly to the local offices and appealed to 
the board here and told them we had no control over the men and 
that the morale of the yard was being torn to pieces, but got no 
relief from them. The thing went on through, so that the loss of 
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efficiency in our yard ran into the hundreds of thousands of dol- 
lars. We put in no direct bill for that. I have here an opinion 
that was given by the labor examiner, which I would like to read 
if it is agreeable to you, what he thinks of the conditions that came 
about. 

Mr. Chindblom. What do you mean by the labor examiner? 

Mr. Wright. The examiner of the labor in the yard there, Mr. 
Jones. I got this from a Government employee here : 

I have no first-hand knowledge of actual prewar labor costs per thousand 
feet of erecting lumber into hulls, but do not doubt the figures submitted by 
Mr. Wright. His statement that the Macey award increased wages in the yard 
$34.07 per thousand feet board measure can be proven out. The difference of 
$27.82 per thousand is still to be accounted for in order to balance the prewar 
cost with the cost as shown in his complaint. And while it may be very dif- 
ficult to establish the exact figures of this loss and charge same to loss of 
efiiciency, I am still convinced that the claim as made is very largely just. 

I did not expect to get that claim paid, nor do I expect to get it 
paid. I put it in as one of the incidental matters that must be con- 
sidered in making a just settlement with us for what was done after- 
wards. 

Mr. TiTLOw. Is it not true on the steel ship the Government has 
paid the inefficiency claim? 

Mr. Wright. They have on some of them. They have paid it in 
some of the wood yards, also. 

I am inclosing herewith copy of telegram from the Macey board dated April 
24, 1918, from which I quote as follows: "Northwest Steel pay roll received 
shows intermediate classifications for journeymen other than those promised 
in award." 

Mr. Lyie. That is at Portland ? 

Mr. Wright. Yes ; that is at Portland. 

I am also inclosing copies of letters of Examiner Montague and myself to the 
Macey board written April 26, 1918, in which we report the condition found 
here, together with recommendations. I quote from Mr. Montague's letter, in 
part, as follows : 

" We ihave just wired you as follows : * We will advise builders that no jour- 
neyman classifications are authorized other than as given in award in accord- 
ance with your telegram of the 24th. All yards here and elsewhere of which 
we have obtained pay rolls have many classifications not given in award some 
apparently necessary.* " 

We had about 50 or 60 more classifications in our yard than the 

Maftey board provided for. 

__ • 

We anticipate builders will contend Macey scale omits recognized crafts 

which can not properly be included among those covered by it. We doubt if 
this difficulty can be successfully adjusted without a general wage revision for 
which the time may now be ripe. A great many of those (crafts) can not be 
placed under any head given in the award without doing violence to the classifi^ 
cations. We are sending your telegram in substance to all builders of this dis- 
trict, but apprehend that nothing short of a revolution in their classification and 
payment would enable them to conform strictly and exactly to the classification 
of the award, and Mr. Jones and I are both of the opinion that an early revision 
of the wage scale is going to be very desirable. 

In the report mentioned as made by the assistant examiner to the Macey- 
board April 26, 1918, is to be found the following : 

" That while the Macey scale for steel yards, together with the new scale for 
engineers and cranemen, recently approved, contains 53 classifications and rates^ 
of pay, that the Northwest Steel Co.*s scale for steel yards contains 156 classifi- 
cations with 282 special rates of pay. Our original Macey scale for wooden 
ship yards, together with the approved additions to date, contains 32 classifica- 
tions and rates of pay, while the pay rolls of the Grant Smith Porter Ship Co^ 
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(that is the Government yard) contains 70 classifications with 137 rates of 
pay." 

In other words they would come down to our yard and take a $6.60 
man that we broke in and paid for educating and pay him $8 or $9 
a day under some new classification they put in. 

Mr. Fahey. In the Government yard alongside of the private 
yard. 

Mr. Wright. Yes. 

These pay rolls may be considered as representative of all yards in this terri- 
tory, steel or wood, and will serve to indicate to you how far the industry has 
deviated from the Macey scale and will show the necessity of an early revision ; 
either that or a forced absorption of the new specialists back into the classifi- 
cations as provided by the Macey scale and at the wages there provided. 

From this report you will readily see that the assumption of authority in the 
matter of classification by the Macey board revolutionized the industry in such 
a manner that it was not possible to cover the loss by the wage increases al- 
lowed in reimbursing up to the Macey award. Where previously an employer 
had several subdivisions in the carpenter craft, such as first and second class 
carpenter, first and second class improved and handyman, and hatchet and saw 
man, we were compelled under the ruling to eliminate all of these intermediate 
classifications and with but slight deviation, we were made to rule that the use 
of the tools of the craft was prima facie evidence of ability to use same — 

In other words, if the man was dragging a hand saw across a rough 
piling he was a ship carpenter. 

♦ * ♦ And that the maximum wage scale must follow. 

It is positively true that the number of partially skilled men in these crafts 
was In excess of the number of really qualified mechanics and upon being ad- 
vanced to the journeymen classification and rate of pay by arbitrary action on 
our part, the incentive to improve both in quantity and quality of work was 
removed from this possible 60 per cent ; the 40 per cent of skilled mechanics re- 
ceiving the full mechanic's scale would naturally find that it was no longer 
necessary to indicate their superiority over the other group, either in quality or 
amount of work performed, since the award was the same, and immediately 
lost their incentive and very largely became disgruntled with result that the 
fixing of a uniform scale would serve to greatly reduce efllciency. It was com- 
mon talk among expert mechanics that it was no longer necessary for them to 
exert themselves in any particular, since their output, either in quality or 
amount was now measured from the standard of least competent, rather than 
from the standard of the most competent among them. 

Mr. Montague and myself (Mr. Montague was chief examiner and Mr. Jones 
his assistant) had these facts in mind in recommending a revision of the wage 
scale which would include a scientific graduation of the men and would have 
in a measure minimized this tremendous loss of efficiency. I have attended 
gatherings of shipyard workers of all classes, where the conditions outlined 
herein w^ere freely and in many cases jokingly admitted ; and, while I am not 
willing to give figures as to what amount the shipbuilder might have lost due 
to this condition, neither am I willing to say. tliat the claim as made by 
McEachern Ship Co. is in excess of the actual loss. 

That was the Government's own inspector's report on that claim. 
Now, we built 10 of those Hough ships, and before we got the ways 
cleared for them we took a contract for 10 of the Ferris. It was a 
cheapei* ship to build. We completed one of those Ferris ships up 
to the time it was ready to launch, and then tore her to pieces again 
and rebuilt her as a barge. We have three on the ways, never com- 
pleted ; six were canceled outright. 

Then Mr, Blain came down to the yard. The first visit he made, 
by the way,, he was accompanied by Mr. Brent, about the time Mr. 
Wright, of Tacoma, mentioned he was out there. Mr. Blain told 
us we would have to have additional ways. We had only five ways 
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then, and I immediately started to drive an additional seven ways, 
let the contracts for all the Imnber for 10 ships, fittings, lumber, and 
everything else, and had all of that stuff in the yard 'before we 
ever got the contract signed. We were acting on the assumption 
that the Government wanted ships. It seemed inconceivable to us — 
one of the few big yards in the country — that they would not let us 
build ships. In order to keep the men occupied, we laid down when 
those keels were not commenced, and worked along in a half-hearted 
way and kept the commercial ships on the ways long after they 
should have been launched, to try to keep a nucleus together. 

Mr. Lyle. That was in 1917 ? 

Mr. Wright. Yes; in 1917. We had lost nearly all of the best men, 
going into these other yards. They would take the men we had 
broken in and made good carpenters out of and put them in as 
foremen in the new yards that sprung up. We went ahead and built 
our ships, and turned them out, and sent eight of them to sea. The 
other two the Government did not put the machinery in. In this 
connection, I am sorry Mr. Edmonds is not here, for I want to say 
that every one of those eight ships that left our yard have been run- 
ning steadily, carrying cargoes all over the world, from the day 
they left the yard. They carried coffee from Brazil, flour from the 
Pacific coast to New York, sugar from Honolulu to New York, San 
Francisco, Vancouver, and British Columbia; they carried freight 
from the West Indies, and they carried every conceivable kind of 
cargo, and never a one of them has been in trouble; and none of 
them had any trouble in turning out their cargo. I might say the 
surveyor's report for the first ship we built, after she turned out 
her first sugar cargo, he reported she was ready for another cargo 
within two hours after the first cargo was out. So, I would like 
to have that considered when they are talking about worthless wood 
ships. 

Mr. EowE. The only trouble was with the Shipping Board, or 
somebody else, who seemed to think that ships could be built by any- 
body ; that they did not need to have experience. 

Mr. Wright. That is why it seemed all the more strange we should 
be penalized, because we had the men and the money with which to 
build ships. 

Mr. Chindblom. Your ships were a* very small part of the entire 
number. 

Mr. Wright. I know ; but we could have built a great many more 
than we did. We had the yard and everything. I wanted to put 
the machinery in those ships. We had been, installing the machinery 
there at our yard and knew what could be done. I came back here 
to Washington and agreed to do that installing in six weeks on the 
Government contract. They said they thought I should do it in 
21 days; they stipulated that the installation should be done in 21 
days. I knew it was physically impossible to be done in 21 days. 
We had made the installations on motor ships in 40 days, and I 
agreed to do it in six weeks, but I could not get the contract for 
that. They went ahead and financed a plant there and outfitted a 
plant, and it cost us $10,000 a ship for somebody to take our ships 
around there and fuss around with during that period when we were 
overlapping between the hull man and the installation man. 
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Mr. Fahey. The Government paid for the installation plant? 

Mr. Wright. Yes. 

Mr. Fahey. Provided all the machinery, gave it to the contractor 
for nothing, and paid him a fee per ship for doing it. 

Mr. Wright. I think that is substantially what was done. 

Mr. Fahey. And he did not do it in 21 days? 

Mr. Wright. I think the best we had on any of our ships was 
four months, four to six months with the ones we agreed to install 
in six weeks and we had the plant there to do it w^ith. After we 
went through all this trouble, our contracts were canceled. Nine 
of the Ferris contracts were canceled a year ago last November. 
At that time we had all the material bought for those 10 ships, in 
addition to some hanging over from the Hough ships we had; we 
also had about $250,000 tied up in material bought for those motor 
ships that we bought in 1916, had bought all of the brass fittings, 
and engine equipment of every kind, high-priced stuff that they 
would not let us use. That equipment and material has been lying 
there in our yard ever since, along with about $500,000 of material 
for the Ferris ships, and the expenditure of about $400,000 more 
that we made on the plant on the Government's orders through their 
representatives. We have at the present time and have had tied up 
there for the last year, nearly $1,000,000 actual money we have in- 
vested on these Government orders. 

I came down to Philadelphia on the 30th of June with instruc- 
tions from mj people to get the thing off the books, to get our money 
out, never mmd getting anything on the capital stock, but just take 
the money and get out and forget it. I made that offer. Previous 
to that, I had had a session with the local board at that time. They 
had taken this thing up item by item, jewed me down on every 
trunnel or spike, and when I got back to Philadelphia, they whittled 
it down some more. We finally got together and agreed on a settle- 
ment by w^hich we would just come out even, with nothing for the 
capital stocky no interest on that while we were in there, and it 
looked like a good settlement to Mr. Levy and the board down here, 
and it was a ^ood settlement. It is a better settlement than they will 
ever get again. I think I got that lined up in October. It only 
took from June to October to get around to that point. [Laughter.] 
Everything was smoothed out. The local board had recommended 
certain things. The board in Philadelphia had recommended certain 
things. Both of those boards, the local board and the board at Phila- 
delphia, had taken into consideration a lot of those things on which 
we were forced to lose this money and at the same time, when we 
agreed to make the settlement, that would just let us out even and 
turn over those ships to the Government at from $50,000 to $75,000 
less than they cost in their own yard. We thought we were fairly 
liberal in that matter and so did the board in Philadelphia. But in 
spite of the fact that both of those boards unanimously recommended 
the payment of this claim as fair compensation we were entitled to, 
it has been turned down since October. 

The Chairman. And you have not got it? 

Mr. Wright. We have not got it, and I do not know under this 
bill you are talking about w^hether we will get it under that, with- 
out there is somebody in authority, somewhere, that has the guts to 
go and say what they are going to do about those things. We do 
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not want anything that is not fair; we just want to get our money 
out and forget an unpleasant incident of the war. We have had to 
go out andoorrow this money, a lot of it, and my partner in the 
thing bought $1,500,000 worth of liberty bonds, just the amount the 
Government sunk in the yard alongside of us. 

Mr. RowE. He won't have to pay very much income tax. 

Mr. Wright. He won't have to pay very much income tax on this. 

Mr. Chikdblom. What was the approximate amount of the settle- 
ment arrived at? 

Mr. Wright. We have not gotten a settlement. What they agreed 
to do was to let us out even. They agreed to take over this material. 
That material alone amounts to about $600,000. And they have 
never paid us for those first ships* we have never been paid in full 
for them. But, altogether, I think it is a little over $900,000, this 
claim. At the time I agreed to settle, in October, it was about $830,- 
000 or $840,000. But, you see, we have all that yard full of material 
down there yet, and we have a lot of watchmen there and still pay- 
ing the interest on it. So that the account, automatically, is going 
up about $6,000 or $7,000 a month, and will continue to go until this 
claim is paid off. 

Here is another thing. Within the last 60 days I have paid over 
$25,000 for material for these canceled ships that never came into 
the yard at all, that was sent down to storage and put in the Gov- 
ernment warehouse and we never saw it at all. The man who sold 
us that material sold it to the McEachern Ship Co. ; he did not sell 
it to the Government. And when I tried to get the Government to 
take it over they said, " Oh, we will put it in the settlement." But 
the man w^ould not wait for them and He threatened to sue us, and 
we would not be sued and we paid about $25,000 for a lot of plumbing 
supplies to go into those canceled ships. 

Now the Government, soon after they stated they wanted our yard, 
gave permission to a private ship company to start a yard in Port- 
land. It was the Foundation Ship Co. I may be hitting somebody 
on the head, but I do not care. They started a 10-way yard there 
and they paid any old price they wanted to pay for labor. We had 
trunnels that we were waiting for and needed in our yard, that were 
shunted into the Foundation yard over in Portland, where they were 
building private ships, and we had ships on the ways that were 
waiting for tail shafts for a month, because the iron workers get- 
ting out the tail shafts for the Government were also getting them 
out for the Foundation Co., and apparently they made more money 
in getting them out for them than they did for us. 

Mr. Chindblom. Were they not building for the Government? 

Mr. Wright. No; they were building for some French interests. 

Mr. Fahey. With the permission of the Government? 

Mr. Wright. With the permission of the Government, yes. They 
had all the rights and privileges that the Government . yards en- 
joyed, with none of these restrictions apparently. 

Mr. Chindblom. Our Government! did not do any of the financing, 
though ? 

Mr. Wright. No ; it did not do any of the financing, but the thing 
worked out this way: We had one foreman particularly who had 
been with me there for a long time, and the Foundation Co., for in- 
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stance, took a foreman out of our yard we were paying at the time 
$7.80, I think, a day, and he worked three shifts up there and he 
worked two hours on each shift, each eight-hour shift, and he got 
$18 a day up there. That simply demoralized everything when that 
news got around. We kicked about it and protested about it, but it 
did not do any good. They did the same thing, paid higher wages 
for calkers than we were allowed to pay. 

As I say, I spent three months with that local board out there 
going through all these claims and they got me down to the last cent 
and then I came back to Philadelphia on the 30th of June and had 
another whirl there for three or four months, and now I want to know 
where you are going to land this authority to make settlements. 
Judge Payne can not go out there and count the number of sticks 
or go over that thing himself, he can not be the court of last resort 
as to whether those claims are just or not; he has to depend for 
something on those two boards, I should think. 

Mr. TiTLOW. Did you make an estimate on the hulls of the Ferris 
type of what this inefficiency of labor amounts to per hull ? 

Mr. Wright. We have not got through with a Ferris ship. We 
built the 10 Hough ships and we built this 1 Ferris ship up' to the 
point where she was ready to launch, and then we got orders to tear 
her down and change her into a barge. 

Mr. Chindblom. Who got the barge? 

Mr. Wright. The Government. 

The Chairman. I noticed you stated that and I was going to in- 
quire as to that. 

Mr. Wright. The Government got the barge. When I got that 
second contract I got it from Mr. Piez himself. He knew the kind 
of a rotten deal we had gotten on the first contract and he told me, he 
said, " Now you will have a chance to make something out of this 
contract." We would have. We built that first ship up to the 
point where she was ready to launch, and then tore her to pieces and 
rebuilt her as a barge and launched her, and had this extra overhead 
which has been running on now for about a year, and it cost less than 
$300,000. That was the first Ferris ship that we built. We would 
have made a profit of at least $50,000 a ship on all the ships and 
would not have had to bother about this amortization of the yard or 
anything else in connection with that amortization. 

There is another point : We had the machinery right in the yard 
there that the Government's own man (I forget his title; he goes 
around and tells you how many air tools you have to have, how 
many compressors, and all that sort of thing) , he ordered us to get 
a new compressor, and we put in a new 700-foot compressor on a 
concrete base with a new house for it, and had it all fixed the first 
time we got the suspension order on the contract. We got a big 
gang saw that cost $3,500, that has never been unpacked, and we 
put in about $30,000 to $40,000 in that stuff there that we would never 
nave ordered for any other reason except that. Now, these claims 
for that kind of work you can not measure with other yards, by any 
yardstick. Each yard has got to be considered separately and some- 
body has got to be the judge as to what compensation is fair compen- 
sation for the loss we were put to on those things. 

The Chairman. You are going to put in a claim for that ? 

Mr. Wright. I have put in a claim for that. 
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The Chairman. Where is it, in Philadelphia? 
Mr. Wright. In Philadelphia, and has been in Philadelphia since 
the 30th of June. 

Mr. RowE. And you are all tied up in your yard so you can not 
go on? 

Mr. Wright. We can not go on, because they have ruined our 
business. We have gotten not a nickel out of the wood ships and 
they have destroyed our business for us, and we won't attempt to go 
on ; we will simply junk the yard. 

The trouble we have had in making settlement is this : The Gov- 
ernment took the first contract for 10 Hough ships and said, " We 
will allow you so much on that," which allowed, I think, for amortiza- 
tion of the yard. Then there is one set of men who have been work- 
ing to get that down to the last notch. Then the second contract of 
10 ships, which comes in the cancellation division, they are working 
just as hard in there to get that down. So between the two, there- 
fore, we are about $300,000 to $400,000 to the bad. I have steadily 
refused to draw any line between those two contracts. I claim they 
interlock. We would have never made that big expenditure in en- 
larging the yard had we not expected to complete not only the first 
contract but the second contract which Mr. Schwab, and Mr. Piez, 
and everybody else assured us we would have (and everybody made 
that expenditure at their suggestion), and I think the least they 
ought to do is to let us out whole. 

The Chairman. There was an investigation made of some of those 
shipyards on the Pacific coast? 

Mr. Wright. Yes. They were out there when I was back here, 
and they went down to our yard. 

The Chairman. Did they make an investigation there ? 

Mr. Wright. Yes; I think they did. 

The Chairman. They have not made any report yet? 

Mr. Wright. As I understand it, they made the report on some 
yards that they did! look at and others they did not say anything 
about. 

Mr. RowE. There has been such an investigation, but I am not 
sure about the report. I think the report is not yet finished. 

Mr. Wright. All of our maintenance costs and everything of that 
kind have been audited and reaudited. We had a raft of auditors 
there all the time. 

Mr. Fahet. Is there anything else you care to say ? 

Mr. Wright. No. 

Mr. Fahet. Mr. Chairman, I believe Mr. Levy is to be here to- 
morrow and that you do not propose to hear any other witnesses who 
have any statements to make until to-morrow ? 

The Chairman. Yes. 

Mr. RowE. Not in the morning. We are to have a hearing in the 
morning on another matter. 

Mr. Fahet. I would like to say I regret it is impossible for me to 
be here to-morrow, and, if I might have your indulgence, therefore, 
before I leave, I would like to refer to the bill itself, as it was 
suggested we might discuss it while Mr. Dean is with us. 

Mr. Chindbix)m. And let the other Mr, Wright be here to-morrow 
to finish his testimony ? 
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Mr. Fahet. Yes; Mr. Wright can finish his testimony to-morrow, 
and Mr. Hyer, who has this typical Tampa Dock case, that was re- 
ferred to to-day 

The Chairman. We will give you a full hearing. 

Mr. Fahey. It is not necessary for me to be here, because I can 
finish this and there is nothing further for me to do. 

Mr. Chindblom. Is there anybody else here who can not be here 
to-morrow and who could dispose of his interest in this hearing in a 
very few minutes. If so, we could accommodate anybody that wants 
to leave town. 

Mr. Fahey. I am not aware of any other gentleman who will not 
be here to-morrow. 

FURTHER STATEMENT OF MR. JOHN H. FAHEY. 

Mr. Fahey. Gentlemen of the committee, referring to the bill, 
the committee print which you have before you is the bill as intro- 
duced in the Senate by Mr. Jones of Washington, with a number of 
amendments offered by Senators and others in the course of the 
hearings before the Senate committee, and printed for their conven- 
ience in this form, and this is the bill as it stands before the Senate 
committee to-day. Senator Jones, in introducing this bill, stated 
his desire was to get a bill on the record and he was obliged to draw it 
hastily and the purpose was to get it in and then discuss the pro- 
visions and refine it in the usual process. 

Taking the bill, in the first place the title reads ^' Authorizing and 
directing"; "and directing" for the reason that Judge Payne has 
definitely suggested to the Senate committee and here he would like 
to be directed as well as authorized, as far as it is practicable to do 
so. "Authorizing and directing the United States Shipping Board 
to adjust and pay the equitable claims of wooden-ship builders 
arising out of the prosecution of the war and for other purposes." 
Let me explain as to the other words in italics " to pay " and " for 
other purposes." There is a suggestion offered following the title of 
the Dent bill for a similar purpose and it is merely incidental. 

Mr. Chindblom. You oDserve the word "equitable" has been 
stricken out. Doubtless for the reasons suggested in the discussion 
of Judge Payne. 

Mr. Fahey. Yes ; and it is covered in the other paragraphs. 

Be it enacted by the Senate and House of Representatives y etc.. That the 
United States Shipping Board be, and it is hereby, authorized and directed to 
adjust, liquidate, and pay the claims of individuals, firms, or corporations 
who built or contracted to build wooden ships for the United States, and in 
order to make clear the United States Shipping Board or the United States 
Shipping Board Emergency Fleet Corporation so as to be sure of legally covering 
the titles after April 6, 1917, which can not be paid under the law as it now is, 
and said board shall adjust and liquidate each claim upon such terms as it 
shall determine from the facts in the case to be just and equitable, and its 
decision shall be deemed conclusive and final, except as herein otherwise 
provided. 

Now, there was stricken out : 

Provided, That no claim shall be liquidated or paid unless it is alleged 
and found to be based upon a request or demand of the United States Shipping 
Board, the United States Emergency Fleet Corporation, or a representative 
of them or either of them. 
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Judge Payne has explained the objection to that, which other 
members of the Senate committee likewise raised, that it was not 
necessary. 

Then the bill goes on-^ 

Provided, That said board shall consider, approve, and dispose of only such 
claims as shall be made hereunder and filed with the board within three 
months from and after the date when this act shall become a law. 

That date was substituted for the words " approval of this act," 
in order to. make it definite that the claims should be filed within a 
definite time. ^ 

Mr. Chindblom. The I'eason for it is, the law may become an 
act without approval by the President, and therefore that language 
was changed. 

Mr. Fahey. Yes. 

Mr. Chindblom. What about that provision for three months; is 
that suflBcient? 

Mr. Fahey. Three months should be sufficient. 

Mr. Chindblom. I presume all of the claims are now in, as a 
matter of fact? 

Mr. Fahey. These claims are all being finished now. 

Mr. EowB. They are trying to get them settled now ? 

Mr. Fahey. If they could be said "to be settled within three 
months," that would be more helpful. 

And provided furthery That no claims shall be allowed and paid by said 
board unless it shall appear to its satisfaction that the expenditures made 
or obligations incurred by the claimant were made in good faith. 

The balance of that clause being stricken out for the same reason 
Judge Payne advanced and discussed in the Senate committee. 

And provided further , That no claim shall be paid unless it shall appear to 
the satisfaction of said board that moneys were invested or obligations in- 
curred subsequent to April 6, 1917, and prior to November 12, 1918-- — 

Mr. EowE. Only you have stricken that part out. 

Mr. Fahey. We have stricken that out for this reason: This 
work was continuing, and consequently ships delivered and obliga- 
tions incurred for wages, material, and other things after that date. 

Mr. EowE. There is no question about that. 

Mr. Fahey (continuing) : 

* * * in a proper and legitimate attempt to produce ships for the needs 
of the Nation in connection with the prosecution of the war. 

Then there is something stricken out and a substitution made. It 
read — 

and that no profits of any kind shall be included in the allowance of any 
of said claims, and that no investment for merely speculative purposes shall 
be recognized in any manner by said board. 

It wag suggested that that was indefinite and it would be well to 
be specific. The builders have no objection to that and believe it to 
be specific. This language was substituted : 

And provided further. That no prospective or possible profits, of any kind, 
shall be allowed on account of any ships or barges or other work contracted 
for on which no work has been done or commitments made. 

The proper thought being that they do not ask and would not be 
entitled to receive damages or payment for something they did not 
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do. Within the strict legal purview of the contracts as they stand 
it is claimed that they would be entitled to them. This has a limit- 
ing eflFect. 

Mr. Chindblom. Let me ask right there. Something was said, 
I think, this morning, and I believe by you, to the effect that the 
claimants here are not asking for any profits. Are we to understand 
that that statement, if it were made m the way I understood it to 
be made and as I have stated now, relates to that item of profit of 
$8,000 per ship included in the $15,000 item? 

Mr. Fahet. No ; I was going to explain that, Mr. Chindblom. I 
was not aware that I made the statement as to profits except pro- 
spective or possibly the imaginary profits. 

Mr. Chindblom. That is what you had in mind at the time you 
made the statement, if you made it? 

Mr. Fahet. Yes. 

Mr. ChindbiiOM. I may be wrong as to the statement having been 
made in just that way. 

Mr. Fahet. Our contention is that builder should be entitled to 
what he has already earned, for what he has already delivered, and no 
more than that and no less ; that the contract specification, as to the 
application of a certain part of those earnings to depreciation, 
should be deducted just as the contract provided, leaving him in the 
case of those contracts onlv the $8,000 per hull for hulls actually 
delivered. That would be the effect of this. 

Mr. Chindblom. Suppose the hull was 50 per cent completed? 

Mr. Fahet. That would be paid for proportionately. 

Mr. Ltle. In the settlement of the equitable claim ? 

Mr. Fahet. That is the policy that has been followed. The 
payment of this $8,000 per hull is the policy that has been followed 
on which the estimates have been made in all cases. 

Mr. Chindblom. I understood you to say you take the position 
that is not in all cases mere profit; that in some cases it does cover 
items of expenditure and perhaps services which could not be covered 
in any other way. 

Mr. Fahet. In my opinion, and I am very sure the board would 
find this in working it out, without allowing those fees, that com- 
pensation, it would be utterly impossible to bring those builders out 
whole because of innumerable items of expense which the district 
supervisors told the builders they would not allow and which they 
paid themselves and have been held up on ever since; and unless 
they are provided for, they could not possibly get out whole. I mean 
on my statement that they should be made whole on the cost of the 
yard, the difference between what the yard cost and what it is now 
worth; thej could not possibly get out whole and it will only lead 
to dimculties and complications and make it impossible to be just 
and fair with them. I would like to say a word on that later, as 
we proceed with the bill, but I am directing your attention to the 
fact that that clause specifically provides that no prospective or spec- 
ulative or other profit on the basis of work not actually done and de- 
livered, is to be paid. 

Mr. KowE. You do not think you will need a clause in there stat- 
ing just what you mean — ^that you mean profits shall be paid on goods 
dSivered or on a proportionate part of the hull not completed! 
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Mr. Famey. I was going to take that up and ask the view of 
the committee and Mr. Dean on that point. If it is not sufficient, 
we believe emphatically there should he a clear provision on that 
point. 

Mr. EowE. That is what I asked Judge Payne. 

Mr. Fahey. I think, however, as we read the bill we will find it 
is clear. 

Mr. RowE. Let us see it read all the way through. 

Mr. Fahey. It goes on : 

And provided also, That the settlement of any claim arising: under the 
provisions of this section shall not bar the United States Government through 
any of its duly authorized agencies, or any committee of Congress hereafter 
duly appointe<l, from the right of review of such settlement, nor the right (and 
then there is inserted) of the United States Shipping Board or the United 
States Shipping Board Emergency Fleet Corporation — 

because those are the institutions paying the money and the right 
should run to them. 

Mr. Chindblom. As well as to the United States? 

Mr. Fahey. As well as to the United States. 

Mr. CiiiNDBLOM. No; the United States is not included, is it? 
But, as a matter of fact, the United States is never barred from re- 
viewing any transaction that it may have had with citizens or 
corporations ? 

Mr. Fahey. No. This is the right to recover. 

Mr. Lylje. That provision is taken from the Dent bill? 

Mr. EowE. That is all right, I think. 

Mr. Fahey (continuing) : 

♦ ♦ * to recover any money paid by the Government to any party under 
and by virtue of the provisions of this section, if the Government has been 
defrauded; and the right of recovery in all such cases shall extend to the 
executors, administrators, heirs, and assigns of any party. 

That a report of all operations under this section, including receipts and dis- 
bursements, shall be made to Congress on or before the first Monday in De- 
cember of each year. 

Now then, there is included here a substitution which runs to the 
suggestion of Judge Payne, that so far as it is practicable to do so, 
specific direction should be given: 

That in adjusting such claims the said board shall include and pay an amount 
equal to the difference between the actual cost of the yards, plants, facilities, 
machinery, and equipment provided for use in connection with the construction 
of ships or barges under contracts with the United States Shipping Board 
or the United States Shipping Board Emergency Fleet Corporation and the 
salvage value of said yards, plants, facilities, machinery, and equipment at 
the time of adjustment less such amount as the contracts specify shall be 
allowed for depreciation for each delivered ship hull and for each delivered 
barge. 

The chairman of the Shipping Board made clear to the Senate 
committee that it was comparatively easy to ascertain what these 
yards cost and also to determine what their present value was, 
whether that was for use for some other purpose or the scrap value. 
They are constantly doing that. Consequently this provides a per- 
fectly clear definition as to how that value shall be reached, the 
difference between the cost and the present value and the deduction 
of the depreciation fees from the net amount. That would leave, 
you see the $8,000 per hull where such compensation is allowed for, 
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where hulls have beeii actually delivered, which would be paid to 
the builder and would not be deducted if there is a specific state- 
iiient here as to what shall be deducted. 

Mr. Lylb. In other words, authority to settle your legal claims 
in your contracts and then go ahead "and settle your amortization 
or depreciation? 

Mr. Fahey. Yes; that is what could not be cared for under the 
contract. 

Mr. Dean. It would leave $8,000 for the completed ship, and also 
leave $4,000 for a ship 50 per cent completed. 

Mr. Fahey. Yes; the allowance they have been making for the 
ships completed. 

Mr. Chindblom. And $7,000 available here would be an offset? 

Mr. Fahey. In a way, yes; just as originally intended and as the 
contract originally provided. 

Mr. Lyle. On that, you look to your legal contract as to your 
rights, but not as to profits? 

Mr. Fahey. Yes. 

Mr. Lyle. And then you settle the profit in addition? 

Mr. Fahey. Yes. It takes away the $7,000 per hull as specified 
in the contract, and it leaves the $8,000 per hull due under the con- 
tract. Let me say in most of those cases that $8,000 per hull has 
been due and payable for months and has not been paid. 

Mr. Rowe. You mean on the ships delivered ? 

Mr. Fahey. Yes. I would say that the general run of them go 
away back to last spring, for nearly a year; that many of those 
ships were delivered and still unpaid for ; that they simply held them 
up until the adjustment was made. The bill continues: 

Provided further. That in the event any claimant shaU be dissatisfied with 
any allowance or award made by said board pursuant hereto, such claimant 
may appeal therefrom with respect thereto to the Court of Claims, which Is 
hereby given jurisdiction to make such allowances and awards, in the case of 
such appeals, as it may deem just and equitable. 

Mr. Dean. On that Court of Claims matter, it is of course, for 
the committee to decide, but I am inclined to think they are getting 
into trouble now; they are enlarging now the powers of the Court 
of Claims. It is giving them the same extraordinary power of set- 
tlement that is given to the Shipping Board. They are giving an 
appeal from the Shipping Board to a court whose jurisdiction is 
specified under our judicial code. 

Mr. Chindblom. But the award of the Court of Claims will have 
to go to Congress, will it not, for appropriation ? 

Mr. Dean. It will ultimately have to come up here for the appro- 
priation, that is true. 

Mr. Rowe. There will not be any of these people go to the Court 
of Claims if they treat them half way decently, and if that was in 
the Army bill I would leave it there, I think. 

Mr. Dean. That is a new proposition. 

Mr. Rowe. Somebody here just said it was in the Army bill. 

Mr. Dean. Is that in the Army bill ? 

Mr. Fahey. Yes. 

Mr. Chindblom. In that same language ? 

Mr. Fahey. I can not say as to that without referring to it. 
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Mr. Dean. Of course, you realize the Dent bill did this; it made 
those verbal contracts legal obligations. This bill does something^ 
more than that. 

Mr. EowE. The Dent bill went fully as far as this ; the Dent bill 
went where you breathed or thought and a contract started from 
that ; or a conversation over the telephone. 

Mr. Dean. It' allowed a verbal contract. Here you are allowing 
something in addition, outside of your verbal agreement, as an ele- 
ment in the adjustment of the case. 

Mr. Chindblom. The point is the Dent bill gave legal force and 
effect to such agreements as were made. 

Mr. Dean. That is it. 

Mr. Chindblom:. Here you are adding elements which were not in 
the agreement at all. 

Mr. Dean. That is it. 

Mr. Fahey. The Dent bill says: 

That the Court of Claims is hereby given jurisdiction on petition of any indi- 
vidual, firm, company, or corporation, referred to in section 1 hereof, to find 
and award fair and just compensation in the cases specified in said section, in 
the event that such individual, firm, company, or corporation shall not be 
willing to accept the adjustment, payment, or compensation offered by the 
Secretary of War as hereinbefore provided, or in the event that the Secretary 
of War shall fail or refuse to offer a satisfactory adjustment, payment, or 
compensation, as provided for in said section. 

Mr. Dean. That is what we ought to have in here. 

Mr. Chindblom. In case there is a failure or refusal it would be 
well to have an alternative. 

Mr. Dean. The Court of Claims there has power to make just 
compensation, in adjusting an equitable adjustment, which is a very 
different matter, as we know. 

Mr. Rowe. I am glad you called our attention to that. 

Mr. Dean. It is worth considering and I think your Judiciary 
Committee would be interested in that phase of it. It is one of 
those things that might get caught on the floor of the House and they 
might take it up and begin to scrutinize it. 

Mr. Fahey. I think the only thought behind that was that the 
same right should be included as under the Dent bill, and if these 
gentlemen here were unable to get the settlement without as a last 
resort going to the Court of Claims, that the court should be open to 
them. 

Mr. Rowe. That they have a place to appeal ? 

Mr. Fahey. Yes. I might say in that connection, in connection 
with the matter we were referring to a moment ago, that the 
language of the previous substitution as to the prospective or pos- 
sible profits, is also taken from the Dent bill as passed by Congress. 

Proceeding with the bill, the following language on page 4 is 
stricken out : "* 

That nothing in this section shall be construed to confer jurisdiction upon 
any court to entertain a suit against the United States: Provided further. 
That in determining the net losses of any claimant the Shipping Board shall, 
among other things, take into consideration and charge to the claimant the 
then market value of any lumber or materials on hand belonging to the claim- 
ant and acquired to be used in the construction of any wooden-ship building 
plant, and also the salvage or usable value of any machinery or other appliance 
which may be claimed was purchased to equip any wooden-ship building plant, 
for the purpose of complying with the request or demand of the agencies of the 
Government above mentioned in the manner aforesaid. 
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In place of the above the more specific and clearer statement is 
made, of determining any loss by the difference in cost and the mar* 
ket value, and so forth. 

Mr. Lyuj. That was taken from the Dent bill, where they had 
been instructed to go ahead and develop mines, etc., and it did not 
fit this. 

Mr. Fahey. And does not fit here. Then the bill proceeds: 

And provided also. That the board shall promptly pay all peniiing undisputed 
claims and all undisputed portions of pending claims and that nothing in this 
act shall be held or construed to delay or excuse prompt settlement on any 
claims that can be settled under existing law. 

The theory there was, it was brought out in evidence before the 
Senate committee, that there were a considerable number of claims 
that were undisputed, but not paid and others where there was no 
dispute on the part of them, and after this bill passes, in many 
cases there will be a period of investigation which should not delay 
the settlement of claims of that sort. Then section two, which is 
the last section, was put in to cover the cases of a considerable num- 
ber of yards, notably on the Pacific coast and a few elsewhere, which 
can be settled within the terms of the contracts themselves ,to-day, 
if those contracts are not construed in the most strictly legal and 
technical sense, if the conditions under which the contracts were 
made were taken into consideration. And it was the view, after dis- 
cussion in the Senate committee, that wherever they could thus be 
disposed of, they ought to be disposed of without reliance on the 
rest of the bill. Section 2 reads : 

That it shall be the duty of the United States Shipping Board, either directly 
or through the United States Shiping Board Emergency Fleet Corporation, to 
adjust promptly all claims of wooden-ship builders based upon legal liability 
created by contracts under which vessels have been constructed and based on 
contracts under which vessels have been canceled by the United States Shipping 
Board Emergency Fleet Corporation, and in making such adjustments due con- 
sideration shall be given to the conditions under which the work of construction 
was performed resulting from the orders or directions of the President of the 
United States and any officer, board, or agency appointed or created by him, or 
under his direction, or resulting from orders or directions of the United States 
Shipping Board Emergency Fleet Corporation or the Shipbuilding Labor Ad- 
justment Board, or any representative of either thereof, and such adjustments 
of claims of legal liability shall be made without regard to any claim submitted 
under section 1 hereof. 

You will observe that that is merely an expression of sentiment 
that where these claims can be thus settled by a reasonable construc- 
tion of the contracts, they should be so settled without waiting, and 
dispose of them where they can be so disposed of. 

Mr. Ltue. In that connection, it should be borne in mind the dis- 
trict boards are constantly changing all the time and new officers are 
coming in who know nothing about the surrounding circumstances 
and refuse to take into consideration any of the surrounding circum- 
stances as, for instance, the illustration given by Mr. Wright of the 
Wright Shipyards, of Tacoma, about his contract and the specifica- 
tions being O. K'd and the other contract coming along and they 
pick up the four comers of the contract and say " Here is the con- 
tract; you are not allowed to consider anything else at all." 

Mr. FxVHEY. That is all I have to say about the bill, gentlemen; 
but I would like to ask Mr. Dean, in the light of the whole thought 
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there, whether he thinks it makes pretty clear what is to be applied 
to get depreciation and what is left in the contracts ? 

Mr. Dean. Yes, I do. 

Mr. Fakey; You think it meets the situation from that stand- 
point? 

Mr. Dean. I do. 

Mr. Fahey. If that is so, gentlemen, I would like to have but one 
final word on that point, because it reaches to the crux of this situa- 
tion. If we are really intending on being just and fair with the 
builders, I would like to direct your attention to the consideration of 
this proposition, that so far you have asked these builders to go 
through two years and in some cases more than that, of continuous 
effort, night and day ; after having gone to their neighbors and their 
banks and their friends and raised the capital to carry on this work, 
having encountered the difficulties that they have encountered ever 
since, having their business destroyed and being held up during 
this last year, in most cases, without any income whatever, yet 
obliged to attend to this business, with months yet to come before 
the matter will be adjusted durinff which period they will get no 
compensation nor will anything be running to the corporations 
or investors who put up their money; while at the same time, this 
Shipping Board, m certain cases, in a number of them, supplied all 
the capital, paid all the costs and paid the compensation lor work 
done and months ago dismissed and paid those cases in full; while, 
as in cases that you nave here, men have been told they must suspend 
the work they were on, on which they were making a profit, and 
were deprived of that profit, and have gone through this period and 
have no compensation whatever; while, at the same time, the Ship- 
ping Board financed and completed, alongside of them, yards which 
interfered in the prosecution of their work, which brought about 
delays on their part, which resulted in a turnover of their labor and 
made it impossible for them to gain any proper compensation. 

Moreover, I should like a^ain to direct your attention to the fact 
that the compensation provided here is a lower compensation than 
you will find on record anywhere in any type of Government work ; 
that, as a practical matter, it is quite impossible to even make these 
builders whole because of the fact that a substantial number of items 
in every case were not considered as corporation expenses by the dis- 
trict auditors and others and will not be allowed and have not been 
allowed and they can not be made whole unless this minimum com- 
pensation here is provided. 

Moreover, the Dent bill covered this whole situation and dealt with 
it by act of Congress by an overwhelming vote, now nearly a year 
and a half ago, and in no department has the principle been set up 
that the contractor who actually served the Government should not 
he paid for the work he actually did, which is all that these builders 
are asking. In other words, the crux of it is that at least in part, 
such part as is fair, just, reasonable, and honest, and could be asked 
by anyone, the promises and representations made should be made 
good here — and no more and no less. That is all we are asking, gen- 
tlemen. 

I do not think there is anything more I care to say unless some of 
the members of the committee wish to ask questions. 



CLAIMS OF WOODEN-SHIP BUILDEBS. 99 

The Chaibman. This case we had here of the party from Astoria 
and his situation. It seems to me he has been used extremely un- 
justly. I do not know how any men, who had as much blood in them 
as it takes the point of the finest cambric needle to find, could do 
that. 

Mr. EowE. And yet the men in Philadelphia paid the men, as you 
say, who took contracts as representatives of the Shipping Board and 
made a lot of money, while the men who had yards of their own and 
honestly tried to save a lot of money, and in some cases lost all their 
competent help, have not been paid. 

Mr. Fahby. The builders who refused to devote their yards to 
Government work and did not do it, made very large and handsome 
profits. Moreover, there are other classes of cases here that this 
bill would take care of, as I see it, that have never been referred to. 

The Chairman. Where would this Astoria man come in under 

this bill? 

Mr. Fahey. He would come in under " equitable claims." 

Mr. RowE. He will get more than he offered to settle for. 

Mr. Fahey. But there are any number of small contractors whose 
plants were taken over and they were put to work on all kinds of 
things, and where there are no contracts men who never had any ex- 
perience in making contracts. Let me cite one case as an illus- 
tration of a man running a blacksmith shop and iron-working estab- 
lishment who had his own little plant and was employing about a 
dozen men. It was impossible to get iron work for these ships being 
built in the district, impossible to get the chains, stanchions, and 
other fittings, and thej went into his shop and told him he must stop 
private work and begin work for the Government. The word " Gov- 
ernment" was all that was necessary to him. He did not know 
what contracts were; he knew there was a war and he promptly 
dropped everything he had on which he was making an honest little 
income and had an honest little going business and went ahe^d. 
They ordered him to do one thing after another, to install ma<;hinery 
he could not pay for, which they said, " Well, we will settle it," and 
they ordered for him hammers, forges, chain testers, and everything 
you could think of — an equipment that in his wildest dreams he 
never thought of possessing — and it was put into this plant. His 
force was increased from a doz^n, I think, to some seventy men, 
working night and day, working at very high wages. He was given 
no contract that was worth anything ; nothing but a letter was ever 
given this man in this matter. He would not know what a contract 
was if he saw it. He was a man of the highest skill, but he never 
had had a day's business experience in his life. He was paid the 
direct labor cost plus 10 per cent, and 6 per cent of his 10 was de- 
ducted to be credited against this machinery which they insisted that 
he should buy. His pay rolls were financed, and these payments were 
taken care of from week to week through one of the yards. He never 
had a set of books ; he had nothing ; he knew what things cost him 
and what it was fair to sell them for. 

He went on giving this service. The end of the war came; they 
stopped all of the work; they shut down his plant. They did not 
even permit him to undertake to go ahead and do private work. 
Meanwhile the district auditor moved out, disappeared, and a new 
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one took his place; new district managers and new district super- 
visers, who never knew ianything about this, appeared on the scene. 
And when they tried to get the facts, this seemed all mysterious to 
them that any such thing could go on, that the Shipping Board 
should be providing money for his plant, etc. So there was a series 
of investigations. They went to the point of bringing in the De- 
partment of Justice. Months were spent in this. One inventory of 
the fecrap iron and everything left around the yard was made. 
Three shifts of guards were placed around that plant of eight hours 
each and were continued until a few weeks ago. One inventory was 
made and then someone reported that that man who was running 
this establishment had supervised that inventory — it was not a 
fact — and that that inventory was incorrect; that he represented 
that there was more stuff there than there actually was. It might 
be said, incidentally, that when the inventory was made he offered 
to buy it at their return, whatever it was, so how sound was the 
suggestion that the inventory was altered is apparent on its face. 
Nevertheless, another inventory was made. Those two inventories 
together cost over $10,000. The total amount of the man's claim was 
less than $18,000. There were two sets of audits made on top of 
that. And after all of those investigations the report was made 
that he should have $2,000. Shut down all these months, his force 
disappeared, it was impossible to settle that case until that workman 
was brought to Philadelphia and made to stay around there for 
some time. Fortunately there, the men with whom he dealt, he onlj?' 
had to tell them his story to let them find out the truth. And it 
did not take them long to settle his case and he finally was settled 
with a few weeks ago and sent back home, but he had been out of 
business for practically a year. I won't undertake to say what it 
cost the Shipping Board to cover that little shop, but I would be 
pretty safe in saying that cost pretty nearly all that they paid that 
man. On any business-like basis a business man could have sat 
down to a table and settled that matter with that man in two weeks. 

There are manv cases of that kind that have to be dealt with, and 
to say to that man he is entitled to no compensation for the work that 
he actually did, I say, without trying to express it emotionally, I 
think is an outrage and a disgrace to the United States and to the 
people of the United States. And I do not believe for one minute 
that the people of the United States who have Representatives in 
this Congress ever wanted any such thing as that. I do not believe 
it. Men say to us when you try to bring those things to the Congress 
of the United States, You are perfectly hopeless ; that some one wants 
to get up and say you are entitled to nothing; that you are trying 
to gouge the Government, trying to rob the Government. I have had 
opportunity to observe the work of the United States Congress for 
a ^reat many years. I think that is an absolutely wrong estimate. I 
think it rests wholly on whether the facts of the case can be dis- 
closed; whether there is real justice in it; but if there is, I have no 
doubt about what the verdict of the Congress of the United States 
usually is in those matters. 

We hope that we have made it suflSciently clear what these facts 
are. We are not seeking any bill that does not mean what it says. 
We do not want anything here by indirection. We are not in the 
position of the large operations and the great yards and the big 
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yards which have earned large profits out of this type of work. The 
situation here is an entirely different one. I think that is all I have 
to say. 

(Thereupon the further hearing on this matter was adjourned to 
to-morrow, Thursday, January 15, 1920, at 2 o'clock p. m.) 



Committee on the Merchant Marine and Fisheries, 

House of Eeprbsentatives, 
Thursday^ January 15^ 1920. 

The committee resumed the hearing at 2 o'clock p. m., Hon William 
S. Green (chairman) presiding. 

Mr. Edmonds. Mr. Wright, of the McEachern Shipbuilding Co., 
has handed me a memorandum to be inserted in the record of some of 
the cargoes carried by McEachern-built ships, which I ask may be 
incorporated. 

(The memorandum referred to is as follows:) 

Sugar from Honolulu to San Francisco. 

Flour and feed from San Francisco to Honolulu. 

Flour and canned goods from San Francisco to New York. 

Parley from San Francisco to Europe. 

Coffee from Brazil to New York. 

Fruits from West Indies to New York. 

Nitrate from Chile to New York. 

Coal from Philadelphia to Europe. 

Lumber, many cargoes to all pajts of the world. 

All our ships in service since leaving the yard ; no trouble, no repairs. 

The Chairman. We are ready to hear from you, Mr. Levy. 
STATEMENT OP ME. E. D. LEVY, OF PHILADELPHIA, PA. 

Mr. Levy. I want to explain I am not now connected with the 
United States Shipping Board Emergency Fleet Corporation. I 
came to the United States Shipping Board Emergency Fleet Cor- 
poration on the 14th day of February, 1918. I came* up to do some 
special work for Admiral Bowles, who was then assistant general 
manager of the Fleet Corporation in Philadelphia, to stay with him 
three weeks. I stayed with him about four and a half months doing 
some special work for him in the way of investigation and organiza* 
tion work at the Hog Island Shipyard. About the 1st of June, 1918, 
the American International Shipbuilding Corporation stated to Ad- 
miral ;^owles they were in sympathy with that kind of work but they 
thought it would be much better if it were done by some one on their 
own pay roll and they would be willing to take me over to continue 
doing the work I was doing for Admiral Bowles. I went to the 
Hog Island Shipyard and was assistant to the president of the 
American International Shipbuilding Corporation, at the solicita- 
tion of Admiral Bowles. I am still with them in the same capacity. 

About the 23d day of May, 1919, Mr. Ackerson, vice president of 
the Emergency Fleet Corporation in Philadelphia, asked me if I 
would not come up there and assist him in preparing some data to 
be used before a congressional committee, I think known as the Walsh 
committee. I did that, expecting to go back to the American Inter- 
national Shipbuilding Corporation in a few weeks, and early in July^ 
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he asked me if I would undertake the reorganization of what was 
known as the cancellations, claims, and contracts board. Some corre- 
spondence was exchanged between Mr. Ackerson and Mr. Brush, 
president of the American International Shipbuilding Corporation, 
and I did do this work for them. Later, on the 15th of August, 1919, 
Judge Payne asked me if I would not be chairman of their efficiency 
and organization committee, and I agreed to do that, and remained 
as temporary chairman of the board until the 24th day of November, 
and as chairman of the efficiency committee until the 1st day of 
December, 1919. 

I never was on the Fleet Corporation pay roll; my salary and 
expenses were paid by the American International Shipbuilding 
Corporation, and, under the agreement made in these letters, which 
I would like to file, the American International Shipbuilding Cor- 

5)oration, at the completion of my service, made a bill against the 
emergency Fleet Corporation for my compensation and expenses 
during all the time I was there. That is my connection with the 
Fleet Corporation. 

The Chairman. That has been paid ? 

Mr. Levy. Oh, yes; I assume it has been paid. The bill was 
made. 

Mr. Bankhead. And you have now, as I understand it, returned 
to the service of the American International Corporation ? 

Mr. Levy. Yes, sir. I have been back there since the 1st of De- 
cember, 1919. 

(The letters filed by Mr. Levy are as follows:) 

.July 18, 1919. 
Mr. Matthew C. Brxtsh, 

President American International Shipbuilding Corporation, 

Hog Island, Pa. 

Dear Mr. Brush : As I stated to you in conversation the other day, I desire 
to obtain for a limited period the services of Mr. E. D. Levy, who is a member 
of your staff at the island. Mr. Levy, owing to his previous experience with the 
corporation and on account of his general experience, is particularly fitted for 
certain staff work that I am organizing in the Fleet Corporation. 

If convenient to you, and I understand it is, I will be glad if you ivill arrange 
to loan the corporation Mr. Levy's services for a limited period. 

Upon the completion of these duties Mr. Levy will return to his regular duties 
at Hog Island. At that time the corporation upon your application will credit 
the American International Shipbuilding Corporation with Mr. Levy's salary 
during the period that he is actually with the corporation. 
Very sincerely, 

J. L. Ackerson, 

Vice President. 



July 19, 1919. 
Commander J. L. Ackerson, 

Vice President United states Shipping Board Emergencp 

Fleet Corporation. 

Dear Mr. Ackerson : I beg to acknowledge receipt of your kind favor of the 
18th in regard to making use of the service of Mr. E. D. Levy. 

Confirming my conversation with you, we, of course, are very happy, indeed, 
to do everything within our power to assist the Fleet Corporation and yourself 
in any way possible. We are glad, indeed, that Mr. Levy's ability and previous 
experience are of value to you, for he certainly hat? been, and is to us to-day, a 
most valuable and essential member of our organization, and while we need 
him here, nevertheless we recognize that the Fleet Cori)oration's Interests and 
those of the American International Shipbuilding Corporation are identical, 
and we therefore are glad to comply with your request. 
Yours, very truly, 

M. C. Brush, President, 
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United States Shipping Boabd, 

Emebgenct Fleet Corporation, 

Philadelphia, July 23, 1919. 
Mr. M. C. Brush, 

President American International Shipbuilding Corporation, 

Hog Island, Pa. 

Dear Mr. Brush : I wish to thank you for acceding to my wishes in regard to 
the services of Mr. Levy, as stated in your kind favor of July 19. 

As he has proved so valuable an assistant to me, I can well understand that 
he must be a most essential member of your organization, and I shall, therefore, 
not trespass on your kindness in loaning his services to me longer than is 
absolutely necessary. 

Very truly, yours, 

J. L. ACKERSON, 

Vire President. 

Mr. Bankhead. I understand, Mr. Chairman, the purpose of hav- 
ing this witness here is to give us the benefit of such knowledge as 
he may have with reference to the facts that may have come officially 
to his knowledge as to the claims of these wooden-ship builders, and 
we would like to have Mr. Levy state what he knows of that proposi- 
tion with reference to whether or not, in his judgment, they are en- 
titled to this consideration, or any facts in connection with it that 
might give the committee real light upon the merits or demerits of 
their claims. 

Mr. Levy. All right, sir. I just hesitated a moment for the pur- 
pose of ascertaining the wishes of the committee, whether you de- 
sire to question me or desire me to go ahead and tell my story. 

Mr. EowE. We w^ould like to have you go ahead and tell your own 
story. 

Mr. Levt. I shall be glad to do it. Now, gentlemen, when I took 
over the duties of chairman of cancellations, claims, and control 
board, there were no rules to work under, no written rules. I drafted 
the rules of the board and had them approved and we went to work. 
There were five members on that board, the chairman and four, and 
most of us had never seen each other prior to the time we met at the 
formation of the board, and none of us at that time had any great 
amount of knowledge with reference to this wood-ship building 
matter. It was several months, digging into these cases, before we 
did acquire the proper amount of knowledge to enable us to handle 
them intelligently. 

I will start off by saying that from my contact with the situation up 
there and my experience on that board and the time I devoted dig- 
ging into the facts of these cases, talking not only with the wood- 
ship builders but employees and officers of the Emergency Fleet 
Corporation, I felt very strongly that the w^ood-ship builders should 
be brought out whole on the transaction where the circumstances in 
each individual case seemed to justify it. I was told that that could 
not be done. 

I read over all the papers that I could find and I found there was 
a lot of little buck passing that had been going on. It was quite 
evident that the various officers who had had charge of the corpora- 
tion felt it ought to be done, but each one wanted the other fellows 
to break the ice and do something. When I took over this work 
for Mr. Ackerson, I had an understanding w^ith him. I said, " Mr. 
Ackerson, if I have to go in there and make sharp tricky settlements, 
or jew these people down, I do not want the job; if I can go in there 
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and make fair, reasonable, and just settlements, I will undertake it 
and do the very best I possibly can." He said, " That is the kind of 
settlements I want made." So we started out. 

It was very evident from the investigation that we made of the 
various cases, the Fleet Corporation had, in a number of cases, in- 
vited wooden-ship builders to take these contracts, had even pre-i 
sented them with figures, showing the great amount of profit that 
they would make. A great many men had gone in this wood-ship 
building game without any previous knowledge or experience, and 
I was confronted with statements from some members of the cor- 

f oration that these men went in with the object of making money, 
always replied to that, I did not see anything immoral about a 
business man making money in a legitimate way; that the circum- 
stances surrounding the building of the wood ships and the letting 
of the contracts and the mistakes that the Fleet Corporation had 
made, that the wood-ship builders had made, were such that in my 
opinion the Government, who received the benefits should pay a 
reasonable price, and we had to find some measuring stick to deter- 
mine that reasonable price. 

Finally, we got into considerable argument and controversy inside 
of the organization, and as chairman of the board I was asked to 
work out a $et of principles, which I undertook to do, which in my 
opinion would, in a fair and equitable manner, permit the settlement 
of any of these wood cases. 

Later, I was asked to make up a couple of typical cases in in- 
dividual shipyards, which I did; and I think the best way to give 
this committee my views is for the committee to permit me to read 
examples A, B, C, and D. This is not only what, in my opinion, 
my best judgment, should be done; but what the other four members 
of that board thought should be done. This board, from July 17, 
1919, to November 24, 1919, disposed of some 320 cases — ^not all of 
them prime contracts or shipbuilding contracts, but a good many of 
them subcontracts, the majority of them. 

Mr. Bankhead. You mean from July 17 to November 24, 1919? 

Mr. Levy. Yes, sir. And every decision that that board rendered 
ivas the unanimous decision of the five members, or as many of the 
members as were there pi^esent, and there were always three or more. 

Mr. Bankhead. Would* you mind giving for the record the names 
of the other four members of that board ? 

Mr. Levy. No, sir. Alexander Murdoch was vice chairman ; James 
Talbert, H. H. Weaver, and John Meigs. Mr. John Meigs was, by 
previous experience and is to-day a practicing consulting engineer of 
high standing in the city of Philadelphia. Mr. eTames Talbert is 
an attorney, is assistant counsel of the Fleet Corporation, and was 
for some months prior to being a member of the board. Mr. H. H. 
Weaver was at one time assistant general manager in charge of sales, 
I believe, of the Cambria Steel Co., and later retired until the war 
broke out. 

Mr. Hardy. What was his age! 

Mr. Levy. I judge about 60. And Mr. Murdoch was at one time 
city engineer of the city of Reading, Pa., at one time engineer of the 
Pennsylvania Railroad — civil engineer — and was at one time in the 
insurance business out West. AH four of them were high-grade, 
compentent men, of considerable experience. 
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Mr. Bai^khead. Just in that connection, if you do not mind, would 
you state what experience you have had in connection with the ship- 
building enterprise, if any, Mr. Levy? 

Mr. Levy. I will start back and say prior to February 14, 1918, I 
was in the railroad business 20 years in different positions, from a 
stenographer to first vice president and general manager, and for 
four years prior to coming up here I was three years general man- 
ager, and the last of the four years first vice president and general 
manager of the St. Louis & San Francisco Railroad. That is a rail- 
road about 5,240 miles long, running southwesterly out of St. Louis. 
I had no previous experience in the shipbuilding business until Feb- 
ruary 14, 1918, and my first assignment from Admiral Bowles was 
to make an investigation and reorganization of the little railroad 
within the shipyard at Hog Island, having some 82 miles of track at 
that time. Then the next was to make an investigation and reorgani- 
zation of the division of stores of material, the industrial relations 
division, and others. 

I will now proceed with these examples. The first example is 
known as example A, for wood ships, cost-plus contracts, where the 
Emergency Fleet Corporation owns the yard. 

Example A. 

October 10, 1919. 
Kind of ships: Wood. 
Character of contract: Cost plus. 
Ownership of yard : Emergency Fleet Corporation. 

1. The settlement of the contractual relations in a case of this kind is usually 
a very simple matter and can be handled under the terms of the resolution of 
the board of trustees, adopted January 15, 1919. 

(a) Pay the contractor the fees for the vessels that he did build at the price 
specified in the contract. 

(b) Pay the contractor the proportion of the fee earned on the vessels can- 
celed, which are in process of construction, keels for which have been laid. 

(c) Pay the contractor the proportion of the fee earned on the vt^ssels can- 
celed, the keels for which have not been laid, such as raw material, partially 
finished material, finished material, and commitments for material of all kinds, 
plus prorated overhead. 

(d) Where the contract provides that the contractor build the yard with 
money advanced by the owner with the understanding that the fee to. the con- 
tractor for building the yard would be expressed in terms of fees for building 
the ships, contractor should be allowed such a proportionate amount for build- 
ing the yard as is represented by the amount of the fees that he would have 
re<»eived had the contract not been canceled. As an illustration : 

2. A contractor built the yard with the owner's funds, estimated to cost 
$500,000. 

3. Received contract for 10 vessels, cost $250,000 each. Total cost, $2,500,000. 

4. Fee, $15,000 per vessel. Total fee, $150,000. 

5. If the yard and the vessels were built at the estimated cost price, the 
contractor would have expended $3,000,000 of tlie owner's money and would 
have received as a fee $150,000, which is a fee of 5 per cent. 

6. If six vessels were completed and four canceled, settlement should be 
made with contractor on the basis of : Actual cost of shipyard ; actual cost of 
the six ships completed; actual cost to date of the four ships canceled; esti- 
mated cost to complete the four ships. 

7. This would give the total amount of money that contractor would have had 
to expend to have earned his maximum fee of $15,000 per vessel total fee 
$150,000, if there had been no cancellations. Divide this total amount into the 
total fees to arrive at the percentage of the total fees that the contractor would 
have earned on every dollar expended. For example : 

8. Assume the yard actually cost $1,000,000. Six ships actually cost $500,000 
each or $3,000,000. Four ships canceled would actually cost $2,000,000. We 
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have a total expenditure of $6,000,000 to be actually made by the contractor for 
the owner for which he would have received a maximum fee of $150,000 or 
2.5 per cent. Assuming that the contractor's expenditures for the owner for the 
four ships canceled were only $500,000, he would have expended $4,500,000, for 
which he should receive a fee of 2^ per cent, or $112,500, which consists of the 
following : 

Six ships completed at contract fee, $15,000 each $90, 000 

Fee on work performed represented by the progress made to date of 
settlement on the canceled portion of contract 22, 500 

Total fee 112, 500 

9. Amortization. — The owner having paid for the shipyard and retained the 
title to same must talie care of its amortization by disposing of the shipyard 
either as scrap or to the best advantage, and charge the difference between the 
$1,000,000 that the yard cost and the amount realized to amortization or 
profit and loss. At any rate, it represents a proper prorated charge to the cost 
of the vessels. 

10. Material and commitments — -The Fleet Corporation being the owner, 
and the contractor working on a cost-plus contract, the material on hand in the 
yard and commitments made by the contractor for material must be assumed 
l»y the owner and owner take title to the material in the yard in whatever 
stage of completion it may be and settle without expense to the contractor all 
at contractor's commitments for this specific contract. 

11. Miscellaneous claims. — Contractors in these cases will have a number of 
miscellaneous claims for items that they claim should have entered into the 
cost of the vessels, but which the district officers have charged to the fee of 
the contractor or disallowed, or which the contractor had not previously 
presented. No general rule can be set up to handle this multiplicity 
of small claims of this character and the adjustment of these claims can only 
be left to the discretion and judgment of the cancellations, claims and contracts 
board. It being understood, of course, that the Fleet Corporation do not pay 
a second time claims paid under some other heading. 

Mr. Edmonds. That second plan, do I understand there that the 
owner of the shipyard put up all of the monej'^ for the shipyard? 

Mr. Levt. Yes, sir ; but plan "A" is where the Fleet Corporation is 
the owner. 

Mr. Edmonds. The Fleet Corporation put up all the money ? 

Mr. Levy. Yes, sir. I gave the heading, " Kinds of ships, 'wood ' ; 
character of contract, 'cost plus'; ownership of yard, 'Emergency 
Fleet Corporation.'" 

Mr. Edmonds. You say that you spent $500,000 on the yard, or 
$1,000,000? 

Mr. Levy. I say the yard was estimated to cost $500,000. 

Mr. Bankhead. That is just an assumption? 

Mr. Levy. We are assuming it actually cost $1,000,000, because 
all of these yards cost more than they were estimated to cost. 

Mr. Edmonds. In that case, the Emergency Fleet Corporation put 
up the whole $1,000,000? 

Mr. Levy. Yes, sir. 

Mr. Edmonds. Your idea, then, is to sell the yard out and get rid 
of it and get the best you can out of it for the Emergency Fleet 
Corporation? 

Mr. Levy. It is my idea that the Emergency Fleet Corporation 
could sell the yard as set out in plan "A" where the yard was owned 
by the Emergency Fleet Corporation. The fact that the shipyard 
which actually cost $1,000,000 must be sold for a much smaller sum 
and the difference between what the shipyard can be sold for and its 
cost must be absorbed as a loss or what is known as amortization. I 
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want this committee to realize that this amortization which has been 
so much of a bugaboo in this matter of settlement of wooden-ship 
building contracts must be absorbed by the Emergency Fleet Cor- 
poration when they own the yard. It makes no difference how they 
charge it — either as amortization, unusual depreciation, or loss. It is 
there. If they paid $1,000,000 for a shipyard, sold it for $100,000, 
and they had built 10 wood ships in that yard, certainly $90,000 per 
vessel would be a proper charge for amortization, unusual deprecia- 
tion, or loss, or whatever you want to call it. In other words, the 
Government when it owns the yard must absorb this loss. Therefore, 
it is fair when the contractor owns the yard the Government should 
take care of his amortization, unusual depreciation, or loss, or what- 
ever you want to call it, as a part of the cost of the vessels. It is 
there and you can not get rid of it. 

Mr. Chinehjlom. They have to lose the money? 

Mr. Levy. Yes, sir. 

Mr. RowE. And it is what the private owner calls amortization? 

Mr. Levy. Yes ; and the Government calls loss. 

Mr. Chindblom. Have you made settlements on the basis of the 
document you just read? 

Mr. Levy. I think there has been one settlement made on that 
basis. 

Mr. Bankhead. Was that satisfactory to the contractor? . 

Mr. Levy. Yes, sir. That was a small contractor. I am not sure, 
but I think it was the Missouri Valley Bridge or the Midland Bridge 
Co., but whether the company got the money or not is a matter I do 
not know. 

Mr. Hardy. Where the Government owned the plant and furnished 
the money, what was there to settle? They have already paid that, 
have thev not? 

Mr. Levy. Yes, sir. But the Government made a contract with 
the shipbuilder, in this case (example A), for 10 ships without any 
cancellation clause. They built six and canceled four. They did not 
pay the contractor anything for building the yard, but of course 
he did receive something for building the yard. His considera- 
tion for building the yard was the contract that he received for 
building the ships at a fee of $15,000 each. Now, when you cancel 
four-tenths of his contract, you have taken away from him four- 
tenths of his consideration. 

Mr. Kincheloe. What do you mean " cost of building the yard " ; 
you mean the actual work ? 

Mr. Levy. The actual work and cost of the yard. 

Mr. KiNCHEiiOE. On the matter of the material they bought and 
the actual work which they did, the Government paid for it? 

Mr. Levy. I mean material that went into the yard, labor that went 
into the yard and overhead. 

Mr. Kincheloe. For which the Emergency Fleet Corporation paid 
in that case ? 

Mr. Levy. They did. 

Mr. Kincheloe, Then where would the contractor be out anything 
on the yard ? 

Mr. Levy. He would not. But I stated this, the consideration to 
the contractor for building that yard for the Emergency Fleet Cor- 
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poration was the contract that the Emergency Fleet Corporation 
gave the contractor for the ships. 

Mr. KiNCHELOE. The profits he expected to get out of it, of course ? 

Mr. Levy. Yes, sir; that was his consideration. Now you come 
along and cancel four-tenths of his consideration. 

Mr. Edmonds. The contractor built the yard, you paid all the 
wages in connection with the building of that yard, you paid all the 
expense. Did you pay him a salary ? What did he do outside of 
the building of the ships after the yard was finished, and what did 
he furnish ? 

Mr. Levy. I should say, generally, that he would furnish what has 
now become a famous expression, " the know how " and the organ- 
ization. 

Mr. Edmonds., You paid the salaries of the organization? 

Mr. Levy. Not in all cases ; not all of his expenses. 

Mr. Edmonds. Are there not some of these corporations where the 
president even of the corporation got his salary from you ? 

Mr. Levy. Some of them; yes, sir; but in most cases they received, 
I think, a maximum of $6,000. 

Mr. Edmonds. How is he injured at all by the cancellation of this 
•contract? He has simply come in with the statement he knows how, 
and in most cases he did not know how. He was going to build 
wooden ships, and he went in there and got everything paid for him, 
and all he was to do for it was to furnish the know how and get the 
organization. Now, when you did not want the ships, after supply- 
ing him with all the tools, material, and everything to build the 
ships, why should you give him anything more? 

Mr. Levy. I should say if the Emergency Fleet Corporation made 
a contract with a man, in good faith, to do something, and there was 
no fraud in that contract, they should be made to comply with that 
•contract. 

Mr. Edmonds. It was a fraud if he said he knew how and he did 
not know how, and you had to hire men to furnish the know how 
yourself. 

Mr. Levy. That is not true in all cases. 

Mr. Edmonds. In the majority of cases it is true. 

Mr. Levy. Not knowing all of these contractors personally, I can 
not say about that. 

Mr. Edmonds. There was one case I know of where a silk manu- 
facturer went to building ships. What did he know about ships ? 

Mr. Levy. I should say the answer to that would be if he built the 
ships and built them at a price comparable with what other people 
built ships, he got you the answer. 

Mr. Edmonds. Yes; but you were paying for the skilled work- 
men, you were paying the salaries of the engineers and the men who 
were doing it, you were paying for the know how and giving him a 

bonus. 

Mr. Levy. I can only answer that by saying again that you made 
a contract with him to do that, with a full knowledge of all the facts. 

Mr. Edmonds. With the full knowledge he did not know any- 
thing and they were going to pay the salaries. 

Mr. Bankhead. Why do you assume he did not know anything 
:about it ? 
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Mr. Edmonds. Because, as a matter of fact, most of them did not. 

Mr. RowE. But there were not enough people in this country who 
did know, so that they had to go and get contractors. 

Mr. Edmonds. But here is a man who built six ships and they gave 
him $15,000 a ship that was just simply bonus to him. Now he comes: 
along and says he wants $60,000 more. I do not think it is fair 

Mr. Levy. I think it is fair. 

Mr. Edmonds. Particularly in a place where the Government owns 
the yard and furnished all the money in connection with it. 

Mr. Levy. I think when this Government makes a contract it 
should back it up and live up to it just the same as an individual. 

Mr. Edmonds. That might be true ; yet, at the same time, I should 
think the contractor himself would be ashamed to take any money 
under the circumstances. 

Mr. Hardy. Let me make a statement and see if my idea might, 
enter in — I do not know whether it harmonizes exactly with the 
circumstances: It seems to me where the Government proposes to 
furnish all the money and employ a man as manager in tne expendi- 
ture of that money in the accomplishment of a work, if he does not 
conceal his requirements, accomplishments, and qualifications but 
makes a fair statement as to what he knows, and he does not know 
much, the Government is taking him at what he is worth. We were 
in a condition where very few people did know much about this par- 
ticular business. Now suppose this man gets a contract for 10 ships, 
in which the contract obligates him to manage the building of the 
ships as well as the construction of the ships, for so much per ship, 
on the basis of 10 ships 

Mr. Levy. Yes, sir. 

Mr. Hardy. Part of his contract is to build the ships and part of 
his contract is to build the yard, and it seems to me he should be 
compensated upon the basis of what proportion of his whole con- 
tract he has carried out, that whole contract including the building 
of the yard as well as the building of the ships. 

Mr. Levy. That is exactly what this contemplates. 

Mr. RowE. That is what that plan sets out exactly. I can not see 
why that is not absolutely fair. 

Mr. HL^RDY. I do not know that I got it clearly but it seems to me 
that is the idea that ought to pervade in the settlement. It may be 
that a shipyard cost $500,000 to build and each ship might cost as 
much. If so, the proportion entering into the managing of the build- 
ing of the shipyard would be only equivalent to one ship, and he does 
that; that is, they allow him 10 and then he builds the yard and 
builds 6 ships, and 4 ships are not built. If the yard built only 1 
ship, that would be equivalent to two-elevenths, and if there were 6 
ships built he would be entitled to full compensation on seven- 
elevenths and whatever the rest of the work was worth on the four- 
elevenths. 

Mr. Edmonds. They are going to give it to him on ten-tenths of it. 

Mr. Levy. No, sir. He would get, if you grave him ten-tenths, 
$150,000, or ten times $15,000. 

Mr. Edmonds. You are going to settle it for $112,000 ? 

Mr. Levy. $112,500. In other words, boiled down to a concrete 
proposition, you do this : you take the total amount of the fees, the 
amount he would have earned on the total contract. That is 
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$150,000. Then you divide it into the actual expenditures to have 
completed the whole project, and that gives you a percentage, and 
in this case it is 2^ per cent. Then you multiply the actual expendi- 
tures for the 6 ships, for the yard, and for the 4 partially com- 
pleted ships, by that 2^ per cent. 

Mr. Edmonds. Will this be the process used, also, in the settlement 
with the Government yards in building steel ships ? 

Mr. Levy. Not necessarily so; this is for wood ships, but if it be 
fair for wood ships it would be fair for steel ships under certain con- 
ditions. Now, this is a plan, these four cases, wnich is to govern the 
general run of contracts. To some contractors, by reason of per- 
formance and other reasons, you would not accord this. Each case 
must be handled on its merits, but this is set up to show what would 
be the maximum that a contractor, on a cost-plus contract, where 
the Emergency Fleet Corporation paid for the yard, would get. 

Mr. Edmonds. If you settle on tnat basis, won't the American In- 
ternational Shipbuilding Corporation, the merchants, and the sub- 
marine people come in on the same basis and demand the same kind 
of a settlement ? 

Mr. Levy. They mav demand it ; but that would be, as in the wood- 
ship cases, a matter oi negotiation on each individual contract. 

Mr. Hardy. Do I understand, then, that this settlement on this 
yard, where the Government furnished everything and employed the 
manager, will be to pay them according to the contract for the pro- 
portion that the work then accomplished bears to their full amount ? 

Mr. Levy. Yes, sir; where the circumstances justify it, where the 
man has conducted himself properly. 

Mr. KiNCHELOE. In some cases, you say you paid as high as $6,000 
for building the yard? 

Mr. Levy. I did not say that ; I said the salary was $6,000. 

Mr. KiNCHELOE. The salary was $6,000. Now, when you went to 
make the adjustments similar to this plan you just read, would the 
Government take credit for the $6,000 paid as salary in doing that ? 

Mr. Levy. No, sir; because they made a contract with him that 
they would pay those salaries. 

Mr. Bankhead. Now, then, another question: As I understand, 
you say there were not many people who knew very much about this 
business when we went in and I presume the contractors did not. 
Suppose one of those six ships or more of them did not come up to 
the contract, are not built according to the plans and specifications, 
and are not a success — would you pay there? 

Mr. Levy. That is why I say that each case would have to be 
handled on its merits. Generally speaking — in fact, in all cases — your 
contract provided that you would place inspectors in the yards of 
the builders and that the contractors would have to obtain the rating 
of either Lloyds or the American Bureau of Shipping and you 
placed your inspectors in these yards and practically inspected 
everything as it went along. If the Fleet Corporation did not do it, 
certainly the contract gave them the right to do it. Now, I should 
say to you, frankly — ^you ask my opinion — ^that where a man built 
ships that were not seaworthy and were not built according to the 
plans and specifications, or did things contrary to the inspector's 
instructions, I would handle that particular case on its merits. 
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Mr. KiNCHELOE. You make no provision in, this class "A" here, 
where the Government owned the yards,, to pay for it. That would 
come under another plan, then, would it? 

Mr. Levt. No. Perhaps I should have read the letter of trans- 
mittal of these four cases first. It is a short letter and I will read it. 

Mr. Hardy. Before you do that, will you let me get another matter 
clear in my mind ? If I understood you, the Government employed 
the manager and furnished the money to do the work? 

Mr. Levy. Yes. 

Mr. Hardy. Your proposed settlement is on the basis of paying 
this contractor proportionately for what he has earned ? 

Mr. Levy. Yes, air. 

Mr. Hardy. That leaves all the property belonging to the Govern- 
ment to dispose of as the Government sees proper ? 

Mr. Levy. Yes, sir. 

Mr. Hardy. Then you allow him nothing for damages, for un- 
completed contracts? In other words, you cut him off where he is, 
without giving him anything for prospective or possible profit that 
he might have made on the unperformed part of the contract? 

Mr. Levy. Simply give him the earned profit to date. 

Mr. Hardy. And stop right here? 

Mr. Levy. Yes, sir. 

Mr. Hardy. Without any estimate of what he might have made on 
the finished contract? 

Mr. Levy. No, sir. In this case he would have made $37,500 addi- 
tional. 

Mr. Hardy. For that you allow nothing ? 

Mr. Levy. Allow nothing for that. 

Mr. Hardy. In other words, a private contractor who canceled 
a contract which was made without privilege of cancellation, would 
probably be liable for some prospective profits over and above what 
you allow in this settlement? 

Mr. Levy. Yes, sir. If you will permit me to say, I do not likcf 
to speak to you about the law, as I am not an attorney, but cer- 
tainly we had good legal opinion and advice and the opinion given 
to us bv the attorneys of the contractors and by the attorneys of the 
Fleet Corporation was that the Court of Claims and the Supreme 
Court of the United States had held in a case of this kind that a 
man would bef entitled to the full amount of the fees; this being a 
cost plus contract where the contract itself proved the amount of the 
profit and prospective profits usually being hard to determine in 
court; but that the contract itself in this case proves the profit he 
would have received, $15,000 per ship, and they would pay him that, 
less the expenses that the contractor would have been put to have 
earned it. And onef of the most common cases quoted to us was the 
case known as Speed v. United States. 

Mr. Hardy. That is a general principle, that upon an unquestioned 
contract, without privilege of cancellation if one of the parties to 
it stops it, violates it or cancels it 

Mr. Bankhead. Without the fault of the other. 

Mr. Hardy. Without the fault of the other, no matter what the 
reasons were, if without his fault, the other party has a right to re- 
covefr for the work done and for what he would have earned on the 
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uncompleted part of it These parties, as I understand, leave oflf that 
question of the amount they would have earned for the uncompleted 
part? 

Mr. Levy. Yes. 

Mr. Hardy. And are willing to settle for the proportionate part of 
their earnings for the work actually done. 

Mr. Edmonds. I think that is fair. 

Mr. Hardy. That is fair, it seems to me. 

Mr. Levy. Yes. 

Mr. Edmonds. I think those one and two cases would not come 
under our bill at all. 

Mr. Levy. I state here in example "A" "usually this kind is a 
very simple matter and can be handled under the terms of the reso- 
lution of the board of trustees, adopted January 15, 1919." 

Mr. Edmonds. Both the first and second ? 

Mr. Levy. I have not given the second. 

Mr. Chindbolm. You said settlements on this basis would depend 
somewhat on the work performed and the quality of the work per- 
formed by the contractor. Did I understand you to sslj that? 

Mr. Levy. I said this, all of which is explained in this letter I am 
going to read — ^let me read the letter and see if it does not answer 
your question. If not, I will. It is dated October 9, 1919. [Read- 
ing:] 

Mr. .T. L. AcKERSON, 

Vice President f Philadelphia^ Pa.: 

I inclose a set of principles to govern the settlement of four typical cases, 
having used wood-ship cases as an example. There Is no necessity for dupli- 
cating these in examples for steel ships, because if these principles are approved 
or a set of principles approved for these four cases, the board feels that they 
can proceed and apply these principles to the different variations there may be 
from them. 

The board would ask that you take these cases as being their idea of what 
is just compensation and what is the clear duty and obligation of the Fleet 
Corporation and that you consider these their recommendations of principles 
to be applied with the honest shipbuilder, the board, of course, to have discre- 
tionary powers to shut the gates when they feel that a dishonest man is try- 
ing to make a raid on the Treasury of the United States; also to have dis- 
cretionary powers where certain facts and conditions make it clear to this 
board in the exercise of its judgment that some variation should be made from 
these principles in either direction and that it have that discretionary power in 
order that it may promptly and justly discharge its obligation to both the Fleet 
Corporation and the contractors of this country who relied upon the generosity 
and fair dealing of their Government to invest their funds and reputations In 
an undertaking that was in most cases foreign to the previous experience of 
any of the participants. 

(Signed) E. D. Levy, 

Chairman C. C, d C, Board. 

In this case, of course, he did not invest his own funds. 

Mr. Chindblom. That letter accompanied the typical case you have 
already stated? 

Mr. Levy. Yes, sir. 

Mr. Chindblom. And the other three cases which you intend to 
state ? 

Mr. Levy. Yes, sir. 

I will give example B now. This is the same as example A, except 
that the contractor has invested his own funds for the yard. 
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Example B. 

October 10, 1919. 
Kind of ships : Wood. 
Character of contract : Cost plus. 
Ownership of yard : Contractor. 

Note. — Where Fleet Corporation may have advanced part of funds, for the 
purposes of this illustration, we will consider it the same as if the contractor 
had paid for the cost of the yard out of his own funds, because under the 
contract he must repay the borrowed money. 

So we consider it as if he had borrowed it from any banlier. 

a. Cancellation of this kind of contract is similar to example A in that the 
owner must pay the contractor the earned fee at the amount specified in the 
contract for the number of vessels actually completed. 

&. The owner must pay the contractor the proportion of the earned fee repre- 
sented by progress on the canceled portion of the contract such as partly fin- 
ished hulls, raw material, partly finished material, finished material, and any 
other material actually bought for the construction of the hulls. 

c. The owner must pay the actual cost of the contractor of the work per- 
formed on canceled hulls, the actual cost to contractor of all material in yard, 
plus inward handling charge, actually purchased for contract, and assume all 
commitments made by contractor for material for the canceled hulls. 

Amortization. — 1. All contractors for wood ships were usually given contracts 
for four or five vessels at a time, and promises were made, either direct or 
implied, that contractor would receive contracts for a sufficient number of 
vessels to amortize their plants for the difference between its actual cost and 
value at the termination of contractual relations and to leave the contractor 
a reasonable profit. 

2. The just way for arriving at this amortization is as follows : 

a. Where the contract does not specifically state otherwise, apply one-half 
of the total earned fees of the contractor to amortization of plant and permit 
him to retain one-half of the total actual earned fees as his profit. 

b. Subtract one-half of the total actual earned fees from the amount of the 
cost of the shipyard that must be amortized and pay the contractor the dif- 
ference. 

(W^here the contract provides fixed fee for profit and fixed fee for amortiza- 
tion, apply contract figure of amortization.) 

3. As an illustration: Contractor expended $300,000 for plant, exclusive of 
real estate, and will scrap plant. Its fair scrap value is $50,000, leaving 
$250,000, which must be amortized. 

a. Contractor had contract for 10 vessels at fixed fee of $15,000 per vessel. 
Contractor actually constructed six vessels. Total fees on vessels actually con- 
structed, $90,000; earned fees on progress performed on canceled vessels, 
$10,000 ; total earned fees, $100,000. 

&. One-half of the $100,000 earned fees, or $50,000, should be applied to 
amortization, leaving $200,000 to be amortized. This sum should be paid to 
the contractor. 

4. The argument for paying this $200,000 amortization to the contractor Is 
that if it is not paid to the contractor he will suffer an actual money loss of 
that amount of money when he actually made the expenditures on promises, 
direct or implied, that he would be given contracts for a sufficient number of 
ships to enable him to amortize his plant. We should not take into considera- 
tion only the ships for which he had an actual contract to build, but the ships 
that he had promises, direct and implied, that he would be given contracts for. 
It is a fact that some of the shipyards were given three or more separate con- 
tracts each for a small number of ships, and it is a fact that had the war not 
ended they would have continued to receive their contracts for a small num- 
ber of units, it being the established policy of the Fleet Corporation to place 
its contracts for wooden ships in this way. It was generally understood by 
both the Fleet Corporation and the wood-ship contractors that this was the 
procedure to be followed. The contractors were further given to understand 
that in the event of the termination of the war, or cancellations of the written, 
promised, or implied contracts, for any other reason than the fault of the 
contractor, they would be treated fairly. If they are not given this amortiza- 
tion, they are not being treated fairly. . 

159901—20 8 
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Miscellaneous claims. — 5. Contractors In these cases will have a number of 
miscellaneous claims for items that they claim should have entered into the 
cost of the vessels, but which the district officers have charged to the fee of 
the contractor or disallowed, or which the contractor had not previously pre- 
sented. No general rule can be set up to handle this multiplicity of small claims 
of this character, and the adjustment of these claims can only be left to the 
discretion and judgment of the Cancellations, Claims, and Contracts Boards: 
it being understood, of course, that the Fleet Corporation do not pay a second 
time claims paid under some other heading. 

Mr. Edmonds. The salvage there, that would take over the lum* 
ber and everything else around the yard? 

Mr. Levy. Yes, sir. 

Mr. Edmonds. What would you do with that? 

Mr. Levy. The Fleet Corporation would take title to it and dis- 
pose of it to the best advantage. 

Mr. Edmonds. How about salvaging the buildings and so on, what 
would you do with that? 

Mr. Levy. T\^iere the contractor paid for it, we usually arrive at 
what is a fair residual value. 

Mr. Edmonds. Take the value of the ground. 

Mr. Levy. Exclusive of real estate. We do not amortize real 
estate. It is there just as much as it was before the shipyard was 
started. But we do take into consideration restoring the ground. 
For instance, in some cases, the contractor, due to the emergency, ob- 
tained permission from the War Department to build the outboard 
ends of the ways out into the stream, and he drove piling there to 
carry them, with the understanding at the termination of the war or 
completion of the vessels, he would remove those obstructions from 
the stream. In that case I would consider that a proper charge for 
which the contractor should be reimbursed. 

Mr. Edmonds. The cause of the outlay of $300,000, then, is above 
the ground always? You stated the outlay was in the building of 
the yard. 

Mr. Levy. It is the cost of the yard, exclusive of real estate; not 
necessarily above the ground. It includes the cost of the piling. 

Mr. Hardy. The case you illustrate there, it seems to me, has this 
question involved in it : In order to amortize that $200,000 over and 
above the six ships, it would have taken contracts for 24 ships. 
Contracts for 24 ships would have been required in order to fully pay 
off that $200,000. Might not a case of this kind arise, where a 
fellow sort of took his own chances ; he was given to understand the 
Government would let him build 10 ships at a stipulated price, and 
on the strength of that understanding he goes to work and builds a 
shipyard where it might require 25 ships in order to fully settle with 
hiih. What about that kind of a case ? 

Mr. Levy. I do not believe .you will find any such case, sir. 

Mr. Hardy. You think they always had sufficient ships promised 
them to have enabled them to fully pay for losses on their plant? 

Mr. Levy. Yes, sir ; and not only that, but Chairman E. N. Hurley 
did, at one time, either in Philadelphia or Washington, state to the 
wood-ship builders, who saw the handwriting on the wall and wanted 
to get under cover, that even if the war ended the wood-ship build- 
ing program would continue for five years. 

Mr. Hardy. Did he ever state the opposite? We have a number 
of different statements around. ^ 



CLAIMS OF WOODEN-SHIP BUILDEBS. 115 

Mr. Levy. He did state what I have stated to you. 

Mr. Chindblom. Are you familiar with representations made by 
representatives of the Shipping Board or the Emergency Fleet Cor- 
poration that the builders or contractors could rely upon at least 
three ships to the way ? 

Mr. Levy. Yes. I know about that in this way : When I went on 
the cancellations, claims, and contracts board I undertook to figure 
out in the presentation of the cases the proposition to allow a con- 
tractor " Three turns of the way." And I said " What does this 
mep.n, three turns of the way; what is the basis for it." Well, they 
told me that was an arbiti'ary basis, that one of the vice presidents, 
I think they charged it up to Mr. Howard Coonley, had decided 
upon. I asked them for the written instructions and they were al- 
ways sure they could find them, but I do not think they ever found 
them; at least, they were never exhibited to me. And then I took 
up the question : If we are going to do it, do it right ; what is the use 
of beating around the bush and reaching out into thin air and get 
some hypothetical basis. If it is good judgment to give a man three 
turns of the ways, why is it not good judgment to give him four, 
five, or six turns, if the facts and circumstances would lead you to 
believe he was entitled to it. That is what started this. 

Mr. Edmonds. Did you find anywhere, Mr. Levv, in your investiga- 
tion of the ships, that there was a man allowed for the amortization 
of the yard or anything of that kind ? 

Mr. liEVY. Yes, sir ; in some of the contracts, the cost-plus con- 
tracts, where they were given $15,000 per hull 

Mr. Edmonds. I did not mean in the fee; I mean underneath, was 
any charge made, particularly in any of the lump-sum contracts 
where, say, the ship could be built for $200,000, and something like 
$50,000 was added on for yard cost? 

Mr. Levy. I did not find that in any of the files of the Fleet Cor- 
poration, but I have with me a case, one of the typical cases, where 
the Fleet Corporation went down into Virginia, went into a bank 
and called a meeting of the citizens there, local capitalists, and told 
them it was their duty to build wooden ships, the Government needed 
them, and assured them they would give them a contract for 12 boats, 
at contract price of $300,000 per boat, on which they would make a 
profit of about $40,000 per boat. They made a beautiful prospectus, 
and these gentlemen subscribed the amount of money right there in 
the room to do this. They did not know anything more about 
building wooden ships than a hog knows about a hip pocket, but 
they were patriotic. 

Mr. Hardy. I understand you think there is no question but that 
the Shipping Board or the Emergency Fleet Corporation gave these 
people to understand that they should not lose anything by going Into 
this business on what they had over after the war ended? 

Mr. Levy. I say it for this reason, sir: I have had some contact 
in my life with business men and I think I know how their minds 
work when you come to separate them from their dollars and take 
chances. I made this statement that if one or two men had done 
that, had expended their money on promises, I would have felt 
perhaps they were exceptions, or, commonly called, nuts. But when 
bimdmis of men did that, men who had made money of their own in 
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other lines of business, I could not conclude that all of them were 
nuts, particularly after I had talked to them, and yet the same men 
knew the line oi business they had made a success of prior to going 
into this wood-ship building. So, therefore, I concluded that those 
men must have had these promises and must have relied on these 
promises in good faith. 

Mr. Chindblom. It probablv occurred to you that all the nuts wero 
not on the Atlantic and Pacinc coasts. [Laughter.] 

Mr. Hardy. You believe that the idea of amortization was held 
out to all of them in substantially the same way and all of them 
entered into these contracts with that idea that their buildings 
would be completely amortized? 

Mr. Levy. They entered into the contracts first on the misrepre- 
sentation on the part of the Fleet Corporation, an honest one, and 
they did not know. 

Mr. Edmonds. Whether those gentlemen did just what the Fleet 
Corporation authorized them to do, or whether they were a lot of 
irresponsible people racing around the country like the Fleet Cor- 
poration had there at one time. 

Mr. Levy. I do not think they were unauthorized, and I think the 
corporation did influence those men. 

Mr. Hardy. Would not most any honest American have done the 
same thing that this Fleet Corporation did ? 

Mr. Levy. Yes. I want to make this clear to the committee; I 
was confronted, when I first submitted the proposition to make the 
wood-ship builders whole, with the statement that from the vice 
president of the Emergency Fleet Corporation that what I was 
suggesting might be all right for the man who understook a wood- 
ship contract upon the solicitation of the Emergency Fleet Corpora- 
tion ; but not for the man who volunteered to do it. " Now," I said, 
" hold on. If you are right about that then we should give benefits 
to the widows and orphans of the soldiers that were drafted, but 
not to those who volunteered." He said, " I do not mean that." 

Mr. Hardy. Your illustration is a good one. 

Mr. Levy. I said, " What do you mean if you do not mean that?" 
Now, unquestionably, these men thought they were going to make 
some money and I do not believe any of them will deny it. But, 
gentlemen, that is a long story and you have to know the atmosphere 
that prevailed, you have to know the failings on the part of the 
Government itself, and you have to know the conditions, so to speak, 
that brought about the condition that exists to-day. 

Mr. Hardy. And we ought to consider the condition the Govern- 
ment was in when it was making these appeals for the assistance of 
the people. 

Mr. Levy. Yes, sir; and I say it is to the credit of these wood-ship 
builders that they did do just what they did. 

Mr. Bankhead. In other words, you think the correct attitude 
to assume is to look at this thing from the standpoint of the spirit 
that existed at the time these things were made and the emergency 
existing on the Government at that time, and not necessarily what 
followed the aftermath business phase of it? 

Mr. Levy. Yes, sir; and I will say further that during that emer- 
gency the shipbuilders did have their contracts changed; they had 
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lump-sum contracts converted to cost-plus contracts ; they had lump- 
sum contracts of a certain sum raised to a greater sum — ^they could 
get most anything they wanted within reason. The Shipping Board 
Emergency Fleet Corporation felt they had the authority to do that, 
and if they had the authority to do it then they have it now. Now, 
1 do not want to go into an argument about this entire business. 
While it is of no particular interest to me, I want to see this bill 
passed because I think it is the fair, right, and just thing to do, and I 
further believe if all of the people of these United States were made 
conversant with all these facts and details, and it was submitted to 
them, that they would vote to do it. 

Mr. Bankhead. Now, Mr. Chairman, let us have these other 
typical cases without interruption. 

Mr. Chindblom. The gentleman was interrupted when he had 
come to the point where he said he recommended something where 
he referred to three turns of the ways. 

Mr. Levt. I recommended these examples A, B, C, and D in lieu 
of three turns of the ways. In other words, if you are going to do 
anything at all for them, go the limit and do what is right. Now, 
this example C is a wood-ship contract. It is a lump-sum contract, 
and the ownership of the yard is in the contractor. [Reading :] 

Example 0. 

Kind of ship : Wood. 

Character of contract : Lump sum. 

Ownership of yard : Contractor. 

1. In case of a lump-sum contract, when a portion of the contract is can- 
celled, the owner must make a fair, reasonable, and just settlement with the 
contractor and pay him. 

2. A fair and reasonable price for the vessels actually completed. As an 
illustration : 

a. If a contractor had a contract to build 10 huUs at a contract price of 
$300,000 per hull, and five vessels are canceled, the cancellations of tiie five hulls 
constituted a breach of the contract, and it is necessary to renegotiate a con- 
tract and determine what would be the fair, just, and reasonable price to pay 
for the building of five hulls. In arriving at what would be a fair, just, 
and reasonable price for the new contract price, we must ta^en into considera- 
tion conditions that existed during the time the five hulls were building and 
at the present time, and not the conditions that existed at the time the original 
contract was entered into. In other words, we must arrive at the new contract 
price on the basis of present-day or known conditions. 

3. The argument: for doing this is obvious, especially so where the 10 ships 
to be built under the original contract were to be built in a new yard con- 
structed for the express purpose of carrying out the contract. In this case, 
the first ship almost invariably costs an amount of money largely in excess of 
the cost of the second ship, the second ship a sum of money in excess of the 
third ship, the third ship a sum of money in excess of the cost of the fourth 
ship, the fourth ship a sum of money in excess of the cost of the fifth ship, etc. 

Let me digress here a minute and take our experience at Hog 
Island: The first ship launched, the Qvistconek^ sponsored by Mrs. 
President Wilson, on the 5th of August, 1918, required 1,160,000-man 
hours to build it. The same crew built the second ship on that same 
way in 600,000 hours. The same crew built the third ship on the 
same waj in 400,000-man hours. And that is what I mean by that 
illustration. 

Mr. Chindblom. None of those man-hours in the construction of 
that first ship were spent in constructing or changing the way? 
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a reasonable price there are other reasons why this reasonable price should 
be paid, such as: 

19. Practically all of these lump-sum contractors have claims for large 
sums of money for extras, changes, delays in furnishing them material which 
the Fleet Corporation obligated itself to furnish, interference with manage- 
rial functions, and, in some instances, actual usurpation of the managerial 
functions of the contractors and claims for other, items. The aggregate of these 
claims usually exceeds a sum that would make the contractor whole, and it 
is practically impossible to handle each one of these claims on its merits. 
The clerical work resulting from an investigation of this character would cost 
a huge sum of money and would require a great amount of the time of the 
contractor and executives of the corporation. In the opinion of the board, the 
best way to settle it is to arrive at a compromise expressed in so many dollars 
for the completed hull. Consequently, there are two ways of granting the 
contractor relief: 

(a) Pay a reasonable price as determined by all the figures and facts, as 
is the obligation of the Fleet Corporation under the urgent deficiencies appro- 
priations act approved June 15, 1917. 

(&) Arrive at a compromise figure per hull on all of the claims presented 
by the contractor. 

20. In order to proceed on either plan (a) or (h) above, it is necessary to have 
the contractor's balance sheet showing the cost of his yard, the actual cost <ff his 
hulls, arrive at the cost of his yard and the now value ; prorate the difference 
between the cost of the yard and the now value over each completed hull as 
amortization. Then take his actual cost per hull, his amortization per hull, 
and his small and reasonable profit per hull, and, with this information, arrive 
at what would be a reasonable and just price to pay the contractor for the 
service performed. 

COMPLETED VESSELS. 

21. It is sometimes so difficult to determine what the contractor would have 
actually built the last five vessels for, and how much that w-ould have reduced 
the actual average cost of the 10 vessels, that except iii si^ecial cases where it 
can be easily determined to the satisfaction of both parties, where the cost is 
in excess of the contract price, exclusive of amortization, contractor should be 
paid his actual cost of the five completed vessels, plus a reasonable profit 
to be determined by the cancellations, claims, and contracts board, by con- 
sidering all of the circumstances. 

Mr. Hardy. Before you leave that, what I understand you to 
recommend there is recognition of the doctrine of mutual mis- 
take? 

Mr. Levy. Yes, sir. 

Mr. Hardy. That if the Emergency Fleet Corporation, in se- 
curing the services of these men, represented to them that such and 
such conditions made the cost approximately such and such an 
amount, and that reasonable cost is $300,000, and therefore they 
would name that sum, if it was found both parties believed it could 
be built for that and they found afterwards it cost $500,000, your 
idea is that that sum named in the contract should be ignored and 
a reasonable sum substituted for it, because both parties made a 
mistake as to what was the fact ? 

Mr. Levy. Yes, sir. And what proved that they did make a 
mutual mistake is the fact that the hulls of the Fleet Corporation 
built in its own cost-plus or agency yards 

Mr. Hardy. It is a well-established principle in equity that a 
mutual mistake justifies the setting aside of the contract. 

Mr. Levy. Yes, sir; and I am going to say to you what justified 
that viewpoint — ^when it actually cost the Fleet Corporation $613,000 
to build these wood hulls in their own yards that they let contracts 
for' at $250,000 to the contractor, it does seem that they did actually 
make a mutual mistake. 
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Mr. BowE. And frequently, right alongside the yard, they let a 
•contract for? 

Mr. Levy. Yes, sir. 

Mr. Hardy. You have that reason, too ? 

Mr. Levy. Yes, sir. I have not stated it just that way. The ships 
on the Pacific coast were built, at the cost-plus yards, at a much less 
sum, but this $613,000 is the figure given by the Fleet Corporation 
people to the cancellations, claims, and contracts board as the aver- 
age cost of 16 completed hulls. 

Mr. Hardy. I did not mean to stop you, except to get that clear 
about the question of mutual mistakes. 

Mr. Levy. This continues : 

« 

CANCELED VESSELS. 

22. Contractor should be paid for actual cost of all labor, material, and over- 
head entering into partially completed hulls and contractor should be reim- 
bursed for his actual cost of all raw material, partly finished material, finished 
material, and other material not erected, plus inward handling charges and 
•overhead, plus a profit not to exceed 10 per cent, and should be paid for remov- 
ing the partially completed hulls on the basis of actual labor and overhead 
plus a profit of not to exceed 10 per cent, if a satisfactory lump-sum price can 
not be agreed upon for this service. The title to all such property should re- 
main with the Fleet Corporation. 

23. Contractor should be relieved of all commitments actually made for the 
•construction of the vessels under the contract, the Fleet Corporation taking 
over these commitments and settling them at their own cost and expense. 

Mr. Hardy. Does not the board of adjustments, that you repre- 
sent, have the authority, with reference to property the title of which 
remains in the corporation, of disposing of that to those parties, if 
they can do so advantageously ? 

Mr. Levy. They have that authority and have done so in every in- 
stance where they could do so. And in doing that, I will say for 
your information, I have always looked at it this way : Sell it to the 
contractor where it lies at a less price than you would sell it if you 
moved it. In other words, sell it to him at the market, at the ifair 
market value of it, less the cost of picking it up and moving it. 

Mr. Hardy. And save delay, wastage, time, and everything else ? 

Mr. Levy. Yes, sir. Clean it up. 

Mr. Hardy. I know you are wise on that because I have had a little 
■experience on that line 

Mr. Levy. There are hundreds of millions of dollars worth of this 
property to be disposed of, and if you can dispose of it by wholesale 
you can afford to be a little bit liberal. 

Mr. Chindblom. As a matter of fact, that amounts to putting it 
in this form, does it not: That you sell to the contractor for what 
you would sell to anybody else on the ground ? 

Mr. Levy. Yes, sir ; less the cost of loading and moving. 

Mr. EowE. For what it would net you ? 

Mr. Levy. Yes, sir. In other words, what you could sell to some- 
body for and load it for them. 

Mr. Chindblom. Or what they would take it on the ground for? 

Mr. Levy. Yes, sir; less cost of loading and moving. 

Mr. Chindblom. And he must assume the responsibility for mov- 
ing it? 

Mr. Levy. That is the same thing. 
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Mr. Hardy. In other words, you would not advise holding on to 
this property and dealing with it as a permanent proposition or 
moving it or all that kind of thing? 

Mr. Levy. No. In other words, if you can arrive at a settlement 
of the contract and settle all of the contractual relations of all kinds 
at the same time, do it and put it behind you and go to something else. 

AMORTIZATION. 

24. All contractors for wood ships were usually given contracts for four or 
five vessels at a time; and promises were made, either direct or implied, that 
contractor would receive contracts for a sufficient number of vessels to 
amortize his plant for the difference between its actual cost and value at 
the termination of contractual relations and to leave the contractor a reasonable 
profit. 

25. The just way for arriving at this amortization is as follows : 

(a) Take the original cost of contractor's plant, exclusive of real estate^ 
and deduct from it the scrap value, if the yard is to be scrapped ; if the yard 
is not to be scrapped, the now value as a shipyard, and the diflference between 
the two is the amount that must be amortized. As an illustration : 

(1) Assume a yard is going to be scrapped. It cost $300,000. Its scrap 
value is $50,000. $250,000 must be amortized, or represent a dead loss to 
the contractor. Contractor has built five vessels and five have been canceled. 
We should divide the $250,000 by the 10 hulls, which gives an amortization 
of $25,000 per hull. Charge this $25,000 to the cost of each of the five com- 
pleted hulls and consider it a part of the cost of those hulls, and allow the 
contractor the same amortization of $25,000 per hull on each one of the can- 
celed hulls and charge this $125,000 amortization to the cost of cancellation. 
This, of course, is on the assumption that we are going to pay the contractor 
actual cost, exclusive of amortization, plus a reasonable profit on each of the 
completed hulls and his earned profit at a rate not to exceed 10 per cent on 
actual progress made on the five canceled hulls. 

26. If we do not allow the contractor his actual cost, plus a reasonable profit 
on the five completed hulls, but pay him his contract price for each of the 
completed hulls, plus wage reimbursement, material reimbursement, freight 
reimbursement, changes, extras, and allowed claims, and an earned profit 
of not to exceed 10 per cent represented by the progress made on the five can- 
celed hulls, then we should require the contractor to absorb in the contract 
payments made to him on the five completed hulls, $25,000 on each hull, as 
amortization, or a total of $125,000, and allow him as amortization on the five 
canceled hulls the same amount of money, $125,000, that we forced him to 
charge into the cost of each of the completed hulls, the two sums of $125,000 
making the total amortization of $250,000. 

27. While this amortization charge may seem a high one in some cases, it 
is the fair and just thing to do, because If it is not paid to the contractor he 
will suffer an actual money loss of that amount of money w^hen he actually 
made the expenditures on promises, direct or implied, that he would be given 
contracts for a sufficient number of ships to enable him to amortize his 
plant. We should not take into consideration only the ships for which he had 
an actual contract to build, but the jships that he had promises, direct or 
implied, that he would be given contracts for. It is a fact that some of the 
shipyards were given three or more separate contracts each for a small number 
of ships and it is a fact that had the war not ended they would have continued 
to receive their contracts for a small number of units, it being the established 
policy of the Fleet Corporation to place its contracts for wooden ships in this 
way. It was generally understood by both the Fleet Corporation and the wood- 
ship contractors that this was the procedure to be followed. The contractors 
were further given to understand that in the event of the termination of the 
war, or cancellation of the w^ritten, promised, or implied contracts for any 
other reason than the fault of the contractor, they would be treated fairly. If 
they are not giveo this amortization, they are not being treated fairly. 

MISCELLANEOUS CLAIMS. 

28. Contractors in these cases will have a number of miscellaneous claims 
for items that they claim should have entered into the cost of the vessels, but 
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which the district officers have disallowed, or which the contractor had not 
previously presented. No general rule can be set up to handle the multiplicity 
of small claims of this character and the adjustment of these claims can only 
be left to the discretion and judgment of the cancellations, claims, and con- 
tracts board; it being understood, of course, that the Fleet Corporation does 
not pay a second time claims paid under some other heading. 

Bight there I want to say to you gentlemen there is an act known 
as the war-revenue act, dated September 8, 1916, and it defines actual 
cost and the definition is only one page, and I would like to read it 
to you so you could see what was in our minds on the board when 
we worked up this principle. When the contracts were drawn with 
these shipbuilders, actual cost was not interpreted as it is interpreted 
in this war-revenue act, or rather set out and specified. Had the 
actual cost been determined in that way, this question of amortiza- 
tion of the wood yards would not be before you because it is taken 
care of in this act. It says : 

In computing net profits under the provisions of this title, for the purpose 
of the tax there shall be allowed as deductions from the gross amount received 
or accrued for the taxable year from the sale or disposition of such articles 
manufactured within the United States, the following items : 

(a) The cost of raw materials entering into the manufacture. 

(6) Running expenses, including rentals, cost of repairs and maintenance, 
heat, power, insurance, management, salaries, and wages ; 

(c) Interest paid within the taxable year on debts or loans contracted to 
meet the needs of the business, and the proceeds of which have been actually 
used to meet such needs; 

(d) Taxes of all kinds paid during the taxable year with resi)ect to the 
business or property relating to the manufacture ; 

(e) Losses actually sustained within the taxable year in connection with 
the business of manufacturing such articles, including losses from fire, flood, 
storm, or other casualty, and not compensated for by insurance or otherwise; 
and 

(/) A reasonable allowance according to the conditioris peculiar to each con- 
cern, for amortization of the values of buildings and machinery, account being 
taken of the exceptional depreciation of special plants. 

That is all a wood-ship yard is, a special plant, a war industry, if 
there ever was one that has an unusual depreciation called amortiza- 
tion, and the parties making the contracts made a mutual mistake in 
not providing for it, because it is inevitable the same as death and 
taxes, and you can not get away from it. 

Mr. Chindblom. In speaking of the mutual mistake, may it not be 
said that a situation arose subsequent to the making of the contracts 
which might have been contemplated by the parties, but which in 
fact was not contemplated, namely, the unexpected early termina- 
tion of the war ? 

Mr. Levy. I will answer that by saying notwithstanding that 
Chairman Hurley did state to a committee of shipbuilders that even 
if the war terminated this wood-ship program would go on for five 
years. Now, I can not make up my mind that business men will 
invest their money and their time on the kind of contracts they did, 
make these huge investments of several hundred thousand dollars or 
more for four ships, in some instances, or five ships, in the first 
contract they got and the Emergency Fleet Corporation said, "Go 
on, we will give you more contracts. They did get more contracts 
in some cases^ but yet in practically all cases they did not give them 
a sufficient number to amortize their plant. But the contractor. 
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relying upon the Fleet Corporation, went right ahead as long as 
the war lasted and the Fleet Corporation kept making good, giving 
more contracts. Some of them would have had to build 20 to 50 
wood ships or more at the amount of the fee or the profit there was 
in it to have amortized their plants. Therefore, I say that not pro- 
viding definitely for the protection of that investment was a mutual 
mistake; at least, it was a haphazard and unbusinesslike procedure. 

Mr. Chindblom. Let me ask you one question : You speak in the 
last example of a 10 per cent profit. Upon what is that figure of 10 
per cent based? 

Mr. Levy. That is based on War Department Circular No. Ill, 
in which they settled their commitments, which was copied in part 
by the resolution of the board of trustees of the United States Ship- 
ping Board known as their resolution of January 15, 1919, where it 
goes on to set out what can be allowed a contractor in the settlement 
of a canceled contract. But both the War Department General 
Order No. Ill and this resolution of the board of trustees of Janu- 
ary 15, 1919, were promulgated to take care of subcontracts, con- 
tracts with manufacturers having .an established plant who took on 
war orders, but were not to my mind adequate or sufficient to handle 
cases where a new industry was created that had but one use or pur- 
pose and that of building the wooden ship, and when the building of 
those ships ended had to be amortized or paid for in some way. 

Mr. Chindblom. Was this War Department Circular No. Ill 
based on the provisions of the Dent bill ? 

Mr. Levt. No. Is that the so-called verbal contract bill? 

Mr. Chinbblom. Yes. 

Mr. Levy. No, sir. It was a circular that was issued stating how 
canceled contracts shall be settled. And in that they say they will 
pay profits on progress to date, not to exceed 10 per cent. The 
Shipping Board copied the particular section and some others out 
of that War Department circular. 

Mr. Chindblom. Is that your language, not to exceed 10 per cent? 

Mr. Levy. Yes, sir. 

Mr. Hardy. There is a question in my mind as to whether or not 
that is not a large profit to be allowed on a big contract. I do not 
know. 

Mr. Levy. If you allow 10 per cent there — let me answer that: 
In some cases you would pay more than the original fee provided for 
in the contract, and if you allowed 10 per cent in some cases you would 
allow more than the reasonable profit on the lump-sum contract. 
But if a man, we will say, has five canceled hulls and he has ex- 
pended $200,000, taking all of the work he has done and what he 
must do to dispose of that property to the Fleet Corporation to clear 
his accounts, the full 10 per cent might not be an excessive amount. 
In other cases you would not want them to pay more than 2 or 3 
per cent. These are the percentages copied out of that resolution 
and out of the War Department circular. 

Mr. Hardy. This would mean not to exceed 10 per cent on the 
amount of money invested? 

Mr. Levy. No, sir; on the amount of money expended on the 
canceled hulls for labor and material and prorated overhead. 

Mr. Hardy. So that he would be allowed a profit on the vessel 
costing $500,000, not to exceed $50,000 profit? 
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Mr. Levy. I would not allow that ; that would be in excess of his 
fee. His fee would only be $15,000. So that if it had gotten up to 
$400,000, you would allow some proportionate percentage. But the 
conditions and the circumstances vary so much in these individual 
cases. Where a man had expended $1,000 on the hull, you could 
allow him $100, 10 per cent ; if he had expended $10,000, you could 
allow. him $1,000, and it would not be excessive — all depending on 
the general circumstances of the case and the facts. 

Mr. Chindbijom. If the material, for instance, had been installed 
and set in place, you would probably allow a larger percentage of 
profit than if it had merely been delivered and lay on the ground, 
of course. 

Mr. Levy. In some cases they have allowed 10 per cent on finished 
material or erected material and 6 per cent on raw material ; in some 
cases less, all depending on the circumstances. I would say, how- 
ever, for your information, that 10 per cent is not an abnormal 
profit, because the United States Government, the Fleet Corporation, 
and the Navy have made contracts with old line shipyards and paid 
them a fee of 10 per cent plus all costs for battleships, cargo ships, 
and transports. 

Mr. Chindbi/)m. But the Shipping Board changed its 10 per cent 
plus contracts because they concluded they were r'ather excessive 
contracts, did they not? 

Mr. Levy. The Shipping Board — I do not know that they changed 
them. Congress always frowned on them and in the last appropria- 
tion bill they put a rider in that no part of this money shall be ex- 
pended for any cost-plus contracts for ships. 

Mr. Chindblom. Just by way of observation, such a provision in 
an appropriation bill is not a rider. 

Mr. Levy. You will excuse my lack of knowledge. 

Mr. Chindblom. I do not think the impression ought to prevail 
that a provision of that sort is improper in an appropriation bill; 
it is not, in my opinion. 

Mr. Hardy. What he means is a limitation instead of a rider. 

Mr. Chindbi/)m. Yes, and limitations are always proper. 

Mr. Le^tt. I did not mean to suggest anything improper. 

Mr. Chindbi/)m. I understand that. 

Mr. Levy. Because I am just as convinced as Congress, who passed 
it, that a cost-plus contract of any kind is a vicious contract. 

Mr. Chindholm. It is dangerous. 

Mr. Levy. It is dangerous and vicious. 

Mr. Hardy. With your explanation, I think the 10 per cent is per- 
fectly reasonable, considering it does not apply except in rare cases 
and that the bigger part of the percentage will be far under that. 

Mr. Chindbi/)m. What you really want to bring out is the maxi- 
mum? 

Mr. Levy. It is the maximum and even if applied would not be 
excessive except where it exceeded the stipulated fee or average 
profit. 

Mr. Chindblom. If it went over $15,000 on a ship it probably 
would not be allowed? 

Mr. Lyle. I suggest, also, on the lump-sum contracts, the con- 
tractor has no individual fees, as against the ordinary case where 
funds were supplied by the owner. 
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Mr. Levy. Yes, sir. In those lump-sum contracts, the Fleet Cor- 
poration paid all of them progress payments. 

Mr. Edmonds. I notice in the testimony given before the Senate 
committee on cost-plus contracts and a summary of the contracts in 
general, this statement : 

The cost of the constructed plant is Included in and spread over the cost of 
the vessels and the plant so constructed belongs to the owner. Usually the 
contractor has option to purchase the improvement at an agreed valuation. 
The establiHliment of plant or of any additions thereto are within the owner's 
control. The owner usually (outside the contract) fixes a Umit of expenditure 
on plant to what the owner deems reasonable. 

That is your cost-plus contracts, covering all of them, I guess. 

Mr. Levy. Yes, sir. There are two kinds of cost-plus contracts, 
one where the contractor owns the yard and the other where the 
Fleet Corporation owns the yard. 

Mr. Edmonds. They have a sliding scale ; I suppose that would be 
an agency contract where the ow^ner owned the yard ? 

Mr. Levy. Yes. Any contract where the owner furnished all the 
funds for the building of the yard and the building of the vessel and 
pays the contractor a fee on each vessel is in substance an agency 
contract. 

Mr. Edmonds. You had a sliding-scale fee price, contracts Nos. 
14, 28, 53, 54, 60, and 73. The amount there was spread over the 
vessels also. 

Mr. Levy. I do not undei'stand that, Mr. Edmonds. 

Mr. Edmonds. In the sliding-scale fee contracts — ^this is your own 
testimony, given before the Senate committee — it says : " Contracts 
of this type are as follows : For wood hulls, N"os. 14, 28, 53, 54, 60, 
and 73 ; total, 6." 

Mr. Levy. In my testimony ? I never testified before any congres- 
sional committee. 

Mr. Edmonds. In the testimony before the Senate committee. 
No. 60 contract was made with the L. H. Shattuck & Co., Piscataqua 
Eiver, N. H. 

Mr. Levy. Those are hull numbers, not contract numbers. 

Mr. Edmonds. Contract numbers; contracts for hulls — contract 
numbers so and so ? 

Mr. Levy. Yes ; six contracts. 

Mr. Hardy. It seems to me that is diverging from the line of tes- 
timony. 

Mr. Edmonds. I am only calling his attention to the fact that 
there are some of these contracts in which the ship carried the cost 
of the yard. 

Mr. Levy. I have not come across any of them; but in that case 
no harm would be done, because just what is proposed to do here 
has been done. 

Now, example "D." This was a wood shipyard, lump-sum con- 
tract, where the contractor owns the yard ; and this is where he has 
built all of the ships and there are no cancellations. 

Mr. Bankhead. Will you have any cases of that sort? 

Mr. Levy. I think so, sir. And you will have a great many of 
them in this way: The contracts have been given in units of two 
or more; contracts for four, eight, or ten ships, and the contractor 
may have a cancellation on his last contract, say for four ships, and 



CLAIMS OF WOODEN-SHIP BUILDERS. 127 

they cancel two ; and he may have completed 10 to 15 ships on pre- 
vious contracts. So you would have this case to contend with there : 

OCTOBEB 10, 1919. 

Example D. 

Kind of Fhip : Wood. 

Character of contract : Lump sum. 

Ownership of yard : Contractor. 

1. Contractor has contract for 10 hulls at a lump-sum price and has no 
cancellations, but did have assurances that he would be given other contracts 
at a fair and reasonable price. 

2. The contractor completed the ves«^els under the lump-sum contract and 
did not have the relief granted him that was granted to some other con- 
tractors by converting the lump-sum contract into cost-plus contract, either 
because he did not want it for the reason that he thought he could come out 
on his lump-sum contract or because the Fleet Corporation would not accord 
to him the privilege of converting his lump-sum contract into a cost-plus one, 
which they did accord to a large number of wood shipbuilders who had origi- 
nally taken lump-sum contracts and later found that they were going to lose 
large sums of money. 

3. We can ree no difference in making an adjustment of this contractor's 
contract to-day than we can see in making an adjustment for the large num- 
ber of contractors that were made from time to time during the past by the 
Fleet Corporation, the adjustment being made either by granting the con- 
tractor an increased lump-sum price or protecting the contractor against loss 
by converting the contract into a cost-plus contract. 

4. It is an actual fact that practically all of the wood ships built under the 
lump-sum contracts will cost the Fleet Corporation, if they pay actual cost-plus 
fee and amortization, a sum of money ranging from $50,000 per hull to $200,- 
000 per hull, less than the average cost of all the wooden hulls built under 
cost-plus contracts. Therefore, It has been demonstrated that the Fleet Cor- 
poration could not, In its own yards, build wooden hulls within $50,000 to 
$200,000 as cheaply as the lump-sum contractors built them, which proves 
that the Fleet Corporation did not pay these particular lump-sum contractors 
a reasonable price, as the President Is directed by Congress to pay under the 
Emergency Shipping fund provision of the urgent deficiencies appropriation 
act, approved June 15, 1917, and as amended ; and it is the duty of the Presi- 
dent, acting through the Fleet Corporation, to pay a reasonable price. As 
argument as to why it is the duty of the Fleet Corporation to pay this reason- 
able price, we submit the following : 

5. The emergency shipping fund provision of the urgent deficiencies appro- 
priations act, approved June 15, 1917, and as amended, gives the President 
the right to place orders for ships, material, etc. ; the statute gives the Presi- 
dent the right to place orders for ships or material, to modify, suspend, cancel, 
or requisition any existing or future contract for the production of ships or 
material, etc. 

6. Paragraph 2 of said act states the compensation to be received by parties 
accepting such orders as a reasonable price determined by the President, and 
further provides that if ahy person shall refuse to comply with such orders 
or shall refuse to build, supply, furnish, or manufacture the kind, quantities, 
and qualities of ships or materials so ordered " at such reasonable prices as 
shall be determined by the President the President may take immediate pos- 
session of any such ship, charter, material, or plant of such person." 

7. Before the President has the right to take possession of the plants, ships, 
or materials it Is his duty to determine a reasonable price therefor. It appears 
to the board that the law requires the President to determine a reasonable price 
for materials, ships, or plants that he may desire. If the party to whom the 
order is given complies therewith then it is unnecessary for the President to 
proceed to take possession under the requisitioning power given. If such 
person does not comply with such order at such price as determined by the 
Ptesident then the President may take possession or requisition plants, ships, 
or materials, and in such case is required to make just compensation therefor. 

8. Paragraph 2 above mentioned places the burden and duty on the Presi- 
dent to determine and pay a reasonable price for anything that may be ac- 
quired by consent of the owner thereof. 
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9. Contracts entered into by the Fleet Corporation under this act stand on 
a different footing and are not similar in principle to ordinary contracts en- 
tered into between private individuals or corporations, for the reason that 
under the general law of contracts the party purchasing is not required to pay 
a reasonable price, but, in the absence of fraud, is allowed to pay any price 
which the other contracting party will accept ; while in the case of the Fleet 
Corporation contracts the Fleet Corporation, being the agent of the President, 
is required by law to determine and pay a reasonable price for whatever 
is obtained by consent and to make just compensation for whatever is taken 
or destroyed without the consent of the owner. 

10. No doubt exists but what it was the intention of the contracting parties,, 
at the time the Fleet Corporation contracts were entered into, to fix and deter- 
mine a reasonable price, and such price, as so estimated at the time, is the 
consideration or purchase price mentioned in the contract. Owing to the 
uncertainties and unstable conditions existing at the time these contracts 
were entered into it was impossible for the Fleet Corporation . to determine 
a reasonable price, and in view of the fact that the contract price in many in- 
stances has been proven and demonstrated to be wholly unreasonable and in- 
adequate it can not now be said that the Fleet Corporation did determine and 
pay a reasonable price in such cases. The duty and obligation still rests on 
the Fleet Corporation to determine and pay such reasonable price in all cases 
where the Fleet Corporation can definitely ascertain that a reasonable price 
has not been paid. It seems that it should be allowed even at this time to 
comply vrith the law and pay the reasonable price which it should have agreed 
to pay in the first instance, but which was impossible at the time to determine. 

11. It has been suggested that the contractor, by executing the contract* 
agreed on the reasonable price as determined by the Fleet Corporation and 
thereby waived any right which he might have to later ask a reasonable 
price for his work or services. In answer to this contention it may be said 
that there was a mutual. mistake and that the contractor was in a measure 
under duress, for the reason that if he had failed to execute the contract with 
the Fleet Corporation at the price named the Fleet Corporation would have 
commandeered contractor's yard and facilities, and further, that the con- 
tractor, because of the mutual mistake, did not waive or annul that provision 
of the law requiring the Fleet Corporation, as the agent of the President, to 
pay a reasonable price. 

12. As an illustration of this principle, certain freight rates have been estab- 
lished by a commission set apart for that purpose by the Government. It has 
frequently been held in many jurisdictions that a contract in any way varying 
or changing such freight rates is void, and the railroad company can recover 
the proper amount as determined by the legally established freight rates re- 
gardless of the contract price. Applying this principle to the question at 
issue, it may be said that the Fleet Corporation is obligated by law to deter- 
mine and pay a reasonable price for what it obtains by mutual consent, and 
that in case it has failed to determine and pay a reasonable price the obll^- 
tion still rests upon it to make the payment required by law. 

13. The question at issue is not whether the contractor can legally force 
' the Fleet Corporation to set aside the contract price, but whether the Fleet 

Corporation has the right if it so desires to revise the contract price so as tt> 
make it the reasonable price required by law. 

Mr. Hardy. If I understand you right, that is based upon the 
discussion presented by Mr. Fahey here yesterday, that nearly every 
one of these contracts were varied by subsequent changes made, and 
they went ahead and finished the contract which ended up an en- 
tirely different ship, largely, from what they contracted for and 
certainly built under different conditions as to wages, freight, and 
cost of material, and everything of that sort. 

Mr. Levy. Yes, sir. 

Mr. Edmonds. They were paid for that, were they not? 

Mr. Levy. No, sir; not all, some of the items. The contracts 
usually provided that the contractor would be paid for changes ; for 
increase in freight charges; for increase in rates of labor; for in- 
crease in cost of material, most of them provided they would be paid. 
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But if you are building a wooden ship and you are constantly inter- 
fered with by hundreds of changes — we are building steel ships up at 
Hog Island, and we have hundreds of changes in those ships, and we 
have delivered 66 ships and launched 80, and I would be willing to bet 
any amount of money no two of them were alike. Changes came in 
every day. It would increase the cost of the ship materially, and the 
contractor would not be compensated for the changes. 

Mr. Edmonds. These changes, alterations, and additions were 
such it practically amounts to the necessity of tearing down each 
contract and doing justice ? 

Mr. Levy. Yes, sir. 

Mr. Chindblom. It would be very remarkable if there would not 
be any improvement in building 60 or 80 ships. 

Mr. RowE. The point is they were changed so often. 

Mr. Edmonds. Were those permanent yards built before, or were 
they built for the purpose ? 

Mr. Levy. Practically all built for the purpose. 

Mr. Edmonds. No money advanced by the Emergency Fleet Cor- 
poration for their building? 

Mr. Levy. They are owned by the contractor. The contractor 
may have borrowed money from the Emergency Fleet Corporation, 
which he was obligated to pay back, and which makes no difference, 
but these changes do increase the cost of the work where you can 
not make a claim for it on the form provided by the Emergency Fleet 
Corporation. They kept your men disorganized ; your men get dis- 
couraged. They start something in the morning and you ask a man 
what is the plan he is working on, and he would say, " Up to 12 o'clock 
noon to-day I was working on such and such a plan." He won't com- 
mit himself beyond that. Now that adds cost; the ship costs more 
money. And there were a good many conditions for which the con- 
tractor can not claim reimbursement imder the contract that caused 
the ship to cost more money. 

Mr. Hardy. In private matters, if you make a change in your 
contract, they can make claim for it, and do, and usually it is a 
good one. 

Mr. Levy. I want to explain that the auditing organizations of 
these contractors, like the other parts of their organization, were 
new ; they could not get the skilled men in the country. They had 
florists, bakers, bartenders, cab drivers, and everybody else trying to 
build ships and trying to keep accounts for them. And it was almost 
impossible — ^I will state it as a fact — for the shipbuilder to have 
availed himself of the clause that was in his contract that for all 
changes he would be reimbursed. 

There is another point I want to make clear to you. Possibly the 
change, if made, if it increased the cost of the vessel, the contract 
price would be increased; if the change decreased the cost of the 
vessel, it would be decreased. You might give the shipbuilder a 
change that would reduce his cost of the vessel $100, and also take 
$100 off of the contract price— the Government would; yet that 
very change may have cost that shipbuilder $2,500 in the disorgani- 
zation, having to hold up, to go get some new kind of material and 
make changes, and the men would become discouraged and say, 
" What is the use." 

159901—20 9 
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Mr. Edmonds. Is it your intention or idea that we should pay for 
these plants and take them and salvage them? 

Mr. Levy. No, sir. 

Mr. Edmonds. How would you arrive at some fair basis of pay- 
ing that if the Government promised them more work? There is 
nothing definite about that. You would not know whether they 
were promised to finish 20 vessels or whether they were promised 
5 more or 1 more. 

Mr. Levy. I will go back to this clause, that your amortization 
should be a reasonable allowance according to the conditions pe- 
culiar to each concern. Your amortization of the values of the 
buildings and machinery would be for the exceptional depreciation 
of special plants. If I made a contract with the Fleet Corporation, 
as did a contractor (I have his special case with me) for 10 ships, 
or 8 ships, he was first promised 12 and then they actually gave him 
8 in the contract and he only built 2 and his whole contract was 
canceled, and he has his yard there costing $300,000. In that case, 
your amortization most properly would be $150,000 a hull. If he 
had built 10 ships in that yard, it would be one-tenth, or $30,000 ; if 
he had built 20, it would be $15,000. In other words we can pro- 
ceed with the knowledge that the amortization as a whole is fixed; 
that the amortization per hull depends upon the number of hulls 
to be divided into it. 

Now, we must not be afraid of the amount. And I want to say 
right here that in the tables the Shipping Board filed with the 
Appropriations Committee, Congressman Good's committee, for 
their appropriations they filed a detailed table by contracts showing 
the cost of canceling all the wood-ship contracts that they had can- 
celed and in each case they showed a sum of money as the estimated 
cost in excess of what it would cost to apply these principles submitted 
here as examples A, B, C, and D. 

Mr. Hardy. And what it has cost in the settlements you have 
made? 

Mr. Levy. Yes, sir. 

Mr. Hardy. Somebody used the expression that the actual cost 
of the settlements made was not much over 25 per cent of the esti- 
mated cost filed in that statement. 

Mr. Levy. I would not state that, but I have two examples with 
me where we worked out with the contractor the most liberal settle- 
ment you could think of giving him, and then the sum of money 
they show in their table as to what it cost to cancel that contract. 

Mr. Hardy. I want to know what the total cost of these cancel- 
lations would be. 

Mr. Levy. I cpuld not give you that from memory. 

Mr. Edmonds. It is $49,000,000. 

Mr. RowE. That is what was appropriated. 

Mr. Levy. I think it was something like that; but the table has 
been filed with Chairman Good's committee by the Shipping Board 
in June. 

Mr. Edmonds. And it is published? 

Mr. Levy. It is published. 

Mr. Bankhead. Mr. Fahev testified here yesterdav it would prob- 
ably be from $16,000,000 to $19,000,000. 



CLAIMS OF WOODEN-SHIP BUILDERS. 131 

Mr. Levy. You mean over and above what it would cost 



Mr. Bankhead. No; to settle the demands of these wooden ship- 
builders. 

Mr. Levy. There are two bases of looking at it, one what it would 
cost if you just hewed to the contract, and one what it would cost if 
you did 'the decent thing. And if you did the decent thing, I do 
not think it would cost more than $10,000,000 more than it would 
cost to do it indecently. 

Mr. Hardt. That is the idea I want to get at. 

Mr. Levy: 

14. In these cases it must not be considered that the Fleet Corporation, if it 
makes such a settlement, is making a present of a sum of money to the con- 
tractor or giving the Government's money to the contractor without receiving 
value for every dollar paid the contractor. Outside of the argument that the 
urgent deficiencies appropriations act requires the Fleet Corporation to pay a 
reasonable price, there are other reasons why this reasonable price should be 
paid, such as: 

15. Practically all of these lump-sum contractors have claims for large sums 
of money for extras, changes, delays in furnishing them material which the 
Fleet Corporation obligated itself to furnish, interference with managerial func- 
tions and in some instances actual usurpation of the managerial functions of 
the contractors and claims for other Items. The aggregate of these claims 
usually exceeds a sum that would make the contractor whole and it is practi- 
cally Impossible to handle each one of these claims on its merits. The clerical 
work resulting from an Investigation of this character would cost a huge sum of 
money and would require a great amount of the time of the contractor and 
executives of the corporation. In the opinion of the board, the best way to 
settle it is to arrive at a compronjise expressed in so many dollars for the com- 
pleted hull. Consequently, there are two ways of granting the contractor relief : 

(a) Pay a reasonable price, as determined by all the figures and facts, as is 
the obligation of the Fleet Corporation under the urgent deficiencies appro- 
priations act approved June 15, 1917. 

(&) Arrive at a compromise figure per hull on all of the claims presented by 
the contractor. 

16. In order to proceed on either plan, (a) or (&) above, it is necessary to 
have the contractor's balance sheet showing the cost of his yard, the actual 
cost of his hulls, arrive at the cost of his yard and the now value, prorate the 
difference between the cost of the yard and the now value over each completed 
hull as amortization. Then take his actual cost per hull, his amortization per 
hull, and his small and reasonable profit per hull and, with this information, 
arrive at what would be a reasonable and just price to pay the contractor for the 
service performed. 

Gentlemen, if you want these contractors to have anything, if 
you do not put it in the bill they are not going to get it. I do not 
know why it should be, but it is a fact that you gentlemen have all 
the Shipping Board Emergency Fleet people buffaloed, they are 
afraid of you. The.y live in constant fear of a congressional investi- 
gation. And that is the condition that has confronted this board 
when we tried to have established these principles and put them into 
effect. 

Mr. Hardt. Have you parsed those principles over with Mr. 
Payne ? 

Mr. Levt. I submitted a set to Mr. Ackerson, the vice president, 
and I believe he sent a set of them to Mr. Payne. 

Mr. Hardt. So far as you know, did those principles and rules for 
settlement meet with the approval of the chairman? 

Mr. Levt. No, sir. 
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Mr. Bankhead. As a matter of fact, you did settle a great many 
of these claims upon these principles beiore Judge Payne took charge 
of the Shipping Board, did you not? 

Mr. Levy. No, sir; not just exactly that. There were some of them 
might be said to appear to be done that way. In some of the cases 
they were settled in the old board — ^I say the old board ; prior to the 
time I entered the board, July 17 — that were settled on the three turn- 
of -the- way basis. Our board settled a few of them on the three turn- 
of-the-way basis. We cut our eye teeth on that, so to speak. Then, 
when this controversy became rather acute in the organization (it 
was a good-natured one, however), nothing was done; no wood-ship 
settlements, practically, were made. What this board did make were 
held up and they got tired of making them until the question was 
settled. 

Mr. Chindbix)m. Have you made steel ship settlements on these 
bases. 

Mr. Levy. No, sir; I do not recall any steel ship settlements 
on this basis made by this board. 

Mr. Hardy. When you say board, you mean your board? 
Mr. Levy. Yes, sir; the cancellations board, while I was on it. 
I made a couple of recommendations, informally, to the vice presi- 
dent, Mr. Ackerson, on two large steel ship contracts, neither one 
of which were adopted by him, and they are still unsettled. They 
were something along the line of this. 

Mr. Bankhead. Did you settle any wooden claims, the claims of 
any contractors for wooden ships, after you went on the Board of 
Cancellations ? 
Mr. Levy. Yes, sir. 

Mr. Bankhead. How many, approximately? 
Mr. Levy. I think there were something like 30 to 40. 
Mr. Bankhead. Upon what basis, generally speaking, were those 
settlements made? 

Mr. Levy. At that time, those that were settled, I want to explain 
to you, there was a Cancellation Division, so called, that was after- 
wards abolished, abolished about the 25th of September, 1919, and the 
settlements that we made were reviewing the settlements that this 
Cancellations Division had passed upon, employed examiners and 
negotiators who went around the country and made settlements with 
the contractors, and finally they were in the nature of horse trades, 
allowing certain items and disallowing other items, and there was 
no uniformity. The fellow who was a good trader, a good talker, 
got a better trade than the fellow who was easy and was not such 
a good trader. And that made it necessary, in my opinion, to have 
something definite on which we could work that would render sub- 
stantial justice to all of them alike. 

Mr. Bankhead. The settlements that were made — ^I imagine a 
good many contractors made rather radical concessions in order to 
get the money? 
Mr. Levy. Yes, they did. 

Mr. RowE. Especially if they were financially embarrassed ? 
Mr. Levy. Especially if they were financially embarrassed they 
would take anything that would get them out. They were staying 
around that Fleet Corporation day after day. I have known some 
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of them that boarded at the Bellevue for 8 or 10 weeks at a time. 
And, by the way, the Government ought to buy that hotel, because 
these contractors come there and stay weeks and weeks. 

Mr. Edmonds. It is the same thing. Du Pont just bought it out, 
and he has most of the Government's money. [Laughter.] 

Mr. Levy. He is very probably an exception to the contractors 
who sat around waiting to get a settlement. 

Mr. Edmonds. Have you read the amended bill? 

Mr. Levy. No, sir; I have not seen it. 

Mr. Edmonds. You do not know whether it covers the sugges- 
tions as made by you or not? 

Mr. Levy. No, sir; I do not. 

Mr. Edmonds. I do not, either. 

Mr. Hardy. It covers it all, Mr. Edmonds, in the very first para- 
graph — ^that they should be allowed to settle according to the prin- 
ciples of justice and equity. 

Mr. Edmonds. Is it you opinion that the board will settle on this 
basis that you have suggested here to-day? 

Mr. Levy. My candid opinion — ^you mean if they are allowed to 
by congressional act? 

Mr. Edmonds. Yes. Unfortunately the board requires congres- 
sional action to do this because it takes in payment for things not 
legally proper. 

Mr. Levy. I have not read this, but T will tell you what is in my 
mind, knowing what actually takes place, technicalities and other 
objections that are raised by the Fleet Corporation. If you gentle- 
men want this thing done, I should say instead of having the present 
board composed of employees of the Shipping Board — I do not want 
to throw any monkey wrenches into the machinery and upset anything 
here — ^there ought to be a couple of practical shipbuilders, there 
ought to be a board ci^ated on which there will be two practical 
woodrship builders, two men placed there by the Emergency Fleet 
Corporation, and then a neutral business man or something of that 
sort, to which both sides can present the facts, and this neutral 
board, so to speak, determine the sum of money that should be paid 
them and the claims that will be allowed and disallowed. 

I qm going to give you an illustration. I do not want you to ask 
me any names, but I know what I am talking about. There is so 
much feeling for or against some contractors that it is hard for them 
to get a fair deal. As an illustration, out on the Pacific coast there 
was a wood-ship contractor who had a lump-sum contract, some busi- 
ness men, and they had gone to their local banks and they had bor- 
rowed some $300,000 or $400,000 on their name. They borrowed 
the money to build the ships and the bank was pressing them 
for the payment of this money. The district manager was very 
bitter in his wires to the board about making the settlement with 
them. They should not have anything, according to him. At first 
he said they were not the proper kind of men. I did not know 
anything about that, but I concluded men who could borrow $300,000 
or $400,000 on their own name must have some standing in the com- 
munity. In the second place, he said that the yard was only built 
to keep the son of one of those men out of the Army. It did not 
make any difference if it was, but the boy he had in mind was in my 
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office trying to get this contract settled up at the time, and you 
could look at him and see he was not fit to be in any army. Then 
the district manager said they were not entitled to any consideration 
because the yard was located in a bad location. Well, the Fleet 
Corporation had signed a contract with those men to build a yard 
in that location, and it looked to me like it was a very late date to 
be questioning the wisdom of that location. 

This contractor also had a contention, in that on one of the 
boats he was building the hull was converted from a steamer hull 
into a barkentine, and it actually cost him $25,000 or $40,000, I 
forget which, to tear the insides out of the steamer hull and to put in 
insides for a barkantine. The contract provided that the owner, 
the Fleet Corporation, had a right to make such reasonable changes 
that did not change the design of the vessel. Now, I took the posi- 
tion that where you could legitimately allow a contractor something 
for services performed, it was better than allowing it to him as 
amortization. I took the position when the Fleet Corporation con- 
verted that ship after it was practically completed as a steamer 
hull to a barkantine that that did change the design of that ship; 
therefore that they had breached the contract, and I would pay this 
contractor not the lump-sum contract price, which was a loss to 
him, but the actual cost plus the full 10 per cent. I did that with 
malice aforethought, because I knew if I did not allow it to him in 
that way you would allow it to him. in amortization, if you made a 
decent settlement with him. He only got a contract, I think, for 
five ships all together, and the armistice came along after he had 
completed three, including the barkantine. 

Now, there ought to be some way to have these matters, important 
matters, Mr. Edmonds, that represent the difference between com- 
fort and happiness to a man's family and bankruptcy, handled by 
men who do not deal in these little picayunish things like the ones 
I have mentioned to you. 

Mr. Hardy. Do you not think the board in charge of these can- 
cellations, as constituted now, is disposed to be liberal and fair and 
just "to both sides? 

Mr. Levy. Not as constituted now, I do not. 

Mr. Chindblom. If you got legislation not only authorizing but 
directing settlements to be made along the lines that have been 
discussed here, do you think the present board could tackle the job 
and do it right? 

Mr. Levy. All but the present chairman of that board. He openly 
boasts that he is not going to give a man anything he can keep from 
giving to him. 

Mr. Edmonds. Who is the present chairman of that board? 

Mr. Levy. He is a lawyer by the name of Patterson, from Pitts- 
burgh. 

Mr. Hardy. What board are you talking about? 

Mr. Levy. I am talking about the general cancellations, claims, 
and contracts board. 

Mr. Hardy. That is the one of which you were chairman? 

Mr. Levy. The one of which I was chairman. 

Mr. Hardy. You are not on that board now ? 

Mr. Levy. No, sir. 
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Mr. Bankhead. You mentioned two typical cases that you have 
there. 

Mr. Levy. Yes, sir. 

Mr. Bankhead. I wish you would briefly present those to the 
committee. 

Mr. Chindblom. I^et me ask for a little general information. 
Last evening we had the case of the McEachern Shipbuilding Co. 

Mr. Levy. Yes, sir. 

Mr. Chindblom. Which one of these four classes would you con- 
sider they would come under? 

Mr. Levy. There is a lump-sum contractor who owns his own 
yard. They would come under " C." I personally; negotiated that 
settlement with that gentleman right there, Mr. Wright, and I think 
that settlement is fair and just and ought to be paid. 

Mr. Chindblom. But it has not been paid ? 

Mr. Levy. No, sir. I had no trouble at all negotiating with Mr. 
Wright. When we got to any point where I would tell Mr. Wriffht I 
did not think I agreed with him, he said : " Then, what do you fliink 
is right." And we had no trouble getting together. He was a very 
reasonable man. 

The Chairman. If we pass this law can this case be adjusted? 

Mr. Levy. Yes, sir; I think it can. 

Mr. EowE. It is only a question of the board you speak of now. 
Of course, if there is iust one man, and that man happens to be chair- 
man of the boardj who is absolutely opposed to a fair principle on 
the thing, you can not make a law that will keep him in line. 

The Chairman. We may amend the law a little before we pass it. 

Mr. Levy. That is why I suggested this other board. Take the 
conditions as they exist to-day, and let us just lay all of the cards 
on the table face up and talk about it. Here is the chairman of the 
board. I was invited, when the new chairman came, by Mr. Acker- 
son, the vice president, to come up there and sit through the meet- 
ing. He outlined his policy and the meeting lasted four days, but 
by noon of the first day I got enough of it and I left. I was dis- 
gusted. I told him if he wanted any information from me about 
anything I had handled I would be pleased to ,come up and give him 
any information he wanted. I went back to the shipyard ; I did not 
want to be a party to it. He states now he is the personal representa- 
tive of Judge Payne and that he came up there to handle these can- 
cellations, and these men should not be brought out whole; they 
should hew to the contract; that soldiers — ^I am not undertaking to 
repeat verbatim what he said by the essence of it — ^made a great 
sacrifice, went across the water, gave up their business, and that 
certain manufacturers and others had lost money during the war 
and the Government was not reimbursing them. And he said where 
the contractor made too much money he would take it away from 
him and call it an improvident contract, but where he lost money 
that was his funeral. Now, I have also heard one of the men con- 
nected with the Fleet Corporation (and I am not telling you any- 
thing I have not told Judge Payne, and he is not now with the Fleet 
Corporation after I told Judge Payne) who has actually made the 
proposition, I heard it with my own ears, that in making a settle- 
ment he wanted to make with a certain large steel-ship contractor 
that he could go to the United States district attorney and trump 
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up some prosecution against the shipyard for exceeding their esti- 
mate in building their yard and cause them to make any settlement 
he wanted to make — frighten them into it. And the gentleman he 
addressed, I am proud to say, the vice president of the corporation, 
said : " Why, they have not done anything for which they could be 
prosecuted." He said : " I know they have not, but I can scare them 
into this." I am also proud to say to you that the vice president of 
the corporation said : " I am not in that kind of business ; we do not 
want that kind of business." 

You have the human element to contend with in men that approach 
this proposition that means so much to the citizens of this country, 
who are just as much citizens of the country as are people who 
worked for the Fleet Corporation, and entitled to the same fair 
decent treatment; and it should not be permitted that the financial 
condition of some of them, which is very acute, be taken advantage 
of to their detriment and the fellow who has the financial resources 
to take a long swing get a more favorable settlement. It should be 
settled, I believe, on some definite set of rules, with discretionary 
powers with the board to protect both the shipbuilder and the Gov- 
ernment; and the board that settles these contracts should not owe 
their entire allegience to the Fleet Corporation. 

Gentlemen, the heads of that Fleet Corporation I think are dis- 
posed to be fair and to be just, but they can not sit down and go 
through all those details, and naturally they have to back up the 
men who do — at least they should, if they have any power organiza- 
tion. 

This chairman, this present chairman of the cancellations, claims, 
and contracts board — the reason I want to make this most clear is 
they are going to reduce the board from six members to three mem- 
bers. If a member is not satisfactory to him, and combats his ideas, 
I think he has it within his power to have that member removed 
simply because he has a difference of opinion with him. That 
would be so if you had a chairman of a board like that in whom 
Judge Payne had confidence; if the members of that board did not 
agree with him he would have the power or influence to have him 
removed. Now, there ought to be somebody on that board that has 
some ideas of his own, who can not be removed by the chairman of 
the cancellations, claims, and contracts board or the chairman of the 
Shipping Board. 

Mr. EowE. Then the bill we have before us needs considerable 
amendment because there is no provision in here as to how this 
committee is to be appointed, and certainly none that would leave 
it to the outside interests to appoint two of them. 

Mr. Levy. That is my idea. I think you gentlemen want to set- 
tle this and want to settle it once for all, and not to make two or 
more bites at the same cherry. 

Mr. Edmonds. If you bring in new men on this thing, won't they 
all go up in the air and start out on some entirely different basis 
from what has already been considered? We can not describe in 
the bill exactly how to make these settlements. 

Mr. Levy. I do not think they would. There would be two mem- 
bers appointed by the Fleet Corporation. 

Mr. Hardy. I think that is a matter the committee should first 
parse over as to what to do ; but I am not inclined to think that the 
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present provision in this bill, perhaps, which authorizes the party 
not satisfied with a settlement, to refuse to accept that and go to 
the Court of Claims 

Mr. Levy. The Court of Claims as it exists to-day. And that is 
the crime of the whole thing. The first thing I found on my desk 
when I went in as chairman of the board, was a little pamphlet issued 
by somebody showing where a man in New York had filed a claim 
with the Court of Claims in 1867 and he died in 1879 and the court 
rendered its decision in May, 1919. Now the shipbuilders of the 
country are not going to the Court of Claims. 

Mr. Hardy. This does not take them to the Court of Claims; it 
just gives them the privilege of going there. 

Mr. Levy. I prepared two cases. One was the York River Ship- 
building Corporation, and the amount of money here that it would 
cost to make a liberal settlement with them, a fair and liberal set- 
tlement Avith them, is $1,571,058.30; while the estimate shown in the 
statement filed with the appropriations committee for canceling that 
contract is shown at $1,800,000. A very liberal settlement was $228,- 
941.70 less. 

In the Tampa Dock case (that was the other case, being a cost- 
plus, and the York River Shipbuilding Corporation, being a lump- 
sum case) the amount shown in the settlement filed with Chair- 
man Good's committee for canceling was $900,000. Giving them a 
liberal and fair settlement you would only pay them $846,000. 
There was a saving there of $54,000, pretty nearly, quite a saving 
less than the amount submitted. Li justice to the Fleet Corpora- 
tion, however, it should be stated in making these estimates they 
have played safe ; they would rather be under than over. 

Mr. Kow^E. You mean the estimates would rather be over than 
under? 

Mr. Levy. Yes; I want to say about the York River Shipbuild- 
ing Corporation case, why I said I do not think Chairman Pat- 
terson, of the cancellations, claims, and contracts board, would 
give these shipbuilders justice, this is a case that Mr. Ackerson asked 
me, along the first part of October, to take up. He had an appoint- 
ment with the president and the chairman of the board of this York 
River Shipbuilding Co. and the district officers had been told to come 
up and discuss it with him, and he was called to Washington subse- 
quently and asked if I would not hold the conference for him, not 
as chairman of the board but as his representative. So I had the 
conference with them and I recommended that we ^ve them an ad- 
vance to the amount of $85,000 to pay off some urgent creditors until 
we could agree on the figures on which to base the final settlement. 
I explained that case to Mr. Ackerson ; I explained it to Judge Payne 
personally. They both approved it and the cancellations, claims, and 
contracts board passed the case subsequently. 

Mr. Chindblom. Which board do you mean now ? 

Mr. Levy. The cancellations board ; that is the only board I know 
of. The cancellations board passed it and the contract was drawn 
up. It was executed by both parties, this advance contract for the 
$85,000 advance and the secretary of the corporation attested the 
signatures. Yet the chairman of that committee, after the contract 
is signed and delivered, will not permit the money to be paid. 
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Mr. Hardy. The chairman of what committee ? 

Mr. Levy. The cancellations board, Mr. Patterson. The reason I 
happen to know about it, I held the negotiations with these ship- 
builders and they were fair, decent, business men, and they wrote 
me and told me all these things and asked me what they could do. 
I can not tell them. I told them to do the best they could. But 
that ought not to be the situation. Once a contract is signed and 
delivered, by George, it ought to be a contract. And there was no 
fraud in it. The Emergency Fleet Corporation people did not allege 
any, and before the vice president put his signature on it he knew all 
about it, because I explained it to him myself and the principles 
adopted in there. This typical case is the York Eiver Shipbuilding 
Corporation, dated October 22, 1919. Date of contract, August 20, 
1917; contract price, $299,500 per hull; method of payment, progress 
payments ; number of vessels contracted for, eight ; number of vessels 
canceled, six; number of vessels completed, two; type, wood cargo 
hulls ; tonnage, 3,500 deadweight ; location of shipyard. West* Point* 
Va. ; and date of cancellation, six hulls, March 25, 1919. 

1. Cost of shipyard, exclusive of real estate $305, 244. 71 

Net residual value as scrap, less cost of disposing of scrap 25, 000. GO 

Gross amount of amortization 280, 244. 71 

Contract payments for each of two convpleted hulls. 

2. Contract pi*ice $299, 500. 00 

Increased labor cost '. 93, 953. 51 

Changes and extras 47, 000. 00 

440, 453. 51 

Actual cost of each completed hull including amortization. 

3. Each huU :_ $520, 859. 72 

Amortization per huU 35, 030. 59 

Total 555, 890. 31 

I want the committee to note, as I go along, that all they could 
collect under the contract was $440,453.51 per hull for the two they 
built, while they actually cost them, including $35,030.59 for amor- 
tization, $555,890.31. 

4. Actual loss per huU $115, 436. 80 

5. Labor, material, and overhead on six canceled hulls : 

1 hull, 65 per cent complete (to be dismantled) ; 1 hull, 20 
per cent complete (to be dismantled) ; 4 hulls, keels 
hot laid 348, 464. 21 

6. Organization expense from date of cancellation to July 1, while 

contractor has been awaiting settlement 30, 000. 00 

That is an estimate. In other words, there was somebody at the 
yard there to protect not only his property but the property of the 
Fleet Corporation, and he had to be prepared to make a settlement 
all the time, to make efforts to get a settlement. And a lot of money 
has been wasted that way, both by the Government and the conractor. 

Mr. RowE. Somebody has to pay for the carrying charges. 

Mr. Levy. You bet ; and it is very expensive. 

7. Amortization on 6 canceled hulls at $35,030.59 210, 183. 54 



CLAIMS OF WOODEN-SHIP BUELDEBS. 139 

Recapitulation of contractor's expenditures, 

S. Actual cost 2 completed hulls, Including amortization $1, 111, 780. 62 

Organization expense from date of cancellation 30, 000. 00 

Labor, overhead, and material on hand for 6 canceled hulls. _ 348, 464. 21 
Amortization of six-eighths of cost of shipyard plant, exclusive 
of real estate, less salvage value 210, 183. 54 

Total contractor's expenditure , 1, 700, 428. 37 

9. Contractor should be paid, in addition to the $555,890.31, 

which Is his actual cost for constructing the 2 com- 
pleted hulls, including amortization, a fee of $15,000 on 
each hull 30, 000. 00 

Eight there, you did not apply the 10 per cent, because you just 
gave what they cost, plus the amount he would get under the con- 
tract. 

And should be allowed a fee of 10 per cent on the material, 
labor, and overhead expended on the 6 canceled hulls, or 10 
per cent of $348,464,21, which is $34,846.42 

Now he gets $34,846.42 for two partially completed hulls, the keels 
for which were laid, and four hulls, a good deal of the material for 
which had been assembled but the keels not laid. 

That makes a total of $64,846.42 for fees. 

10. In addition, contractor should have interest at 6 per cent per 

annum on the cost of the shipyard, or interest at 6 per cent 
on $305,244.71 for the actual length of time that money 
was invested to date of settlement, which, for the purposes 
of this presentation, will be estimated at two years, or $36, 629. 36 

11. This would make a total amount due contractor 1, 801, 904. 15 

12. Under a strict interpretation of the contract, all that can be 

paid the contractor is the contract ' price with labor pro- 
tection, changes, and extras on the 2 completed hulls 880, 907. 02 

Labor, overhead, and material on 6 canceled hulls 348, 464. 21 

10 per cent on labor, material, and overhead expended by 
contractor on 6 canceled hulls 34, 846. 42 

Organization expense from date of cancellation of 6 hulls to 
date of settlement 30,000.00 

Total ^ 1, 294, 217. 65 

13. The actual expenditures of contractor, as shown in para- 
graph 8, are 1, 700, 428. 37 

Deducting total payments that can be made to contractor under 
contract, as shown in paragraph 12 1, 294, 217. 65 

406, 210. 72 

Would leave contractor with an actual out-of-pocket loss com- 
posed of the following items : 

14. Loss on shipyard represented by difference between the 

cost of yard and its scrap value • 280, 244. 71 

Actual loss on construction 2 completed hulls, being the 
difference between the actual cost of those hulls and the 
amount that can be paid under a strict interpretation of 
the contract 160, 812. 42 

Total 441, 057. 13 

Less 10 per cent profit paid to contractor on progress, or 
10 per cent of $348,464.21 expended by contractor for laljor, 
material and overhead on the 6 canceled vessels.- 34,846.42 

Contractor's net loss 406, 210. 71 
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15. In this case the contractor should be paid 6 \)ev cent on the cost of the 
yard for the number of months that his money was tied up, and should be 
given a fee of $15,000 on each of the two completed hulls and a profit of 
10 per cent on the progress made on the six canceled hulls up to date of 
suspension, all as set forth in paragraph 9, for the following reasons ; 

16. Late in April of 1917 about a dozen of the business men of Richmond, Va., 
were requested to meet at the American National Bank in the city of Richmond, 
Va., where they listened to a proposition from parties representing the 
Emergency Fleet Corporation, who stated to these gentlemen that it was 
the desire of the Emergency Fleet Corporation that business men in different 
sections of the country organize companies to build ships which very much 
needed at that time, and that owing to the scarcity of steel they contemplated 
building a great many wooden ships.. These gentlemen were told that the 
Emergency Fleet Corporation had been formed as a corporation to avoid all 
** red tap " and all matters in connection with that corporation would be 
handled In a businesslike way. 

17. After some discussion as to how contracts were to be let and how material 
was to be secured, the gentlemen j) resent agreed unanimously that it was 
their duty to organize a company to build wooden ships and the amount of 
money stated necessary for the undertaking was immediately subscribed. 
Notwithstanding the fact that these gentlemen were not shipbuilders and had 
had no previous experience in the art of building ships they undertook this 
work, feeling that it was their patirotic duty to do so. 

18. As a result of these negotiations on May 8, 1917, the York River Ship- 
building Corporation was organized, and, after the representatives of the 
Emergency Fleet Corporation had investigated the financial responsibility of 
the contractors and inspected the proposed site of the shipyard the York River 
Shipbuilding Corporation was given a contract, dated August 20, 1918, for 
eight hulls, at $299,500 each. This figure was not competitive in any sense, 
but was an arbitrary amount fixed by representatives of the Emergency 
Fleet Corporation, w^ho made the statement to the contractors that this was 
a proper amount of money and would allow^ them a suflScient margin, in 
addition to paying them a profit to provide for the amortization of the yard. 

19. The original proposition was that the York River Shipbuilding Corporation 
were to have a contract for 12 hulls, but on the advice of the representatives 
of the Emergency Fleet Corporation the contract was made for 8 hulls, 
with the assurance that as soon as the shipbuilding corporation got under 
way they would be given the contract for the other 4, and with further 
assurance that they could obtain contracts for as many more hulls as they 
cared to take. 

20. These men were encouraged from the beginning to believe that they were 
not only doing a patriotic duty, but they were going to receive a substantial 
profit on their investment; that the Emergency Fleet Corporation was going 
to treat them liberally, fairly, and justly. 

21. When the gentlemen composing the York River Shipbuilding Corporation 
were being urged to undertake the building of wooden ships they were fur- 
nished with an estimate that the ships for which they were given contracts 
at $299,500 each could be built for $265,564, producing a profit of $33,936 per 
vessel. This estimated cost of $265,564 was made up as follows : 

Overhead charges $25, 000 

sLumber 75,()00 

Miscellaneous supplies, such as treenails, oakum, iron, pitch, paint, 

power, etc 65, 564 

Labor 100,000 

Total 265, 564 

Mr. EowE. Did that statement as to lumber and other materials 
go into it — was that given to them ? 

Mr. Levy. Yes, sir. 

Mr. EowE. Along with the contract? 

Mr. Levy. No ; it was given to them as an inducement to make the 
contract. They did not know what it would cost, and, as it turned 
out, the Fleet Corporation did not either. 



CLAIMS OF WOODEN-SHIP BUILDERS. 141 

22. On the basis of $33,936 profit on each of the 12 ships that it was origi- 
nally understood they were to huild there would have been a gross profit of 
$407,232. 

23. It was represented to the gentlemen organizing the York River Ship- 
building Corporation that their plant would cost not to exceed $150,000, but 
the constant increase in the price of both material and labor and the urgent 
demands of the Fleet Corporation to enlarge facilities and equipment over the 
estimate originally contemplated, in order to make quicker deliveries, caused 
the yard to cost more than double what the gentlemen who organized this com- 
pany were led to believe it would cost. 

24. If the yard had cost not to exceed $150,000, as it was represented to them, 
and their profits were $407,232 on 12 vessels, contracts for which they were 
promised, after amortizing the entire cost of the yard they would have a profit 
of approximately $257,232, or an average of $21,436 per hull. 

That is the old story of the hen laying an egg every day, but she 
will not lay it and you can not make her do it. 

25. The officers of the Fleet Corporation who induced these gentlemen to in- 
vest their money in this project innocently misrepresented what the yard 
would cost and what it would cost to build the ships. Instead of giving them a 
contract for 12 ships, as originally promised, they gave them a contract for 
8 ships, and later on canceled 6 of those 8, and unless the recommendations 
made herein are approved the gentlemen organizing the York River Shipbuild- 
ing Corporation, who risked their time, money, credit, and reputation, will 
suffer an actual out-of-pocket loss of approximately $406,210.72. 

26. In view of these circumstances and as recited above, it is clear that a 
mutual mistake was made in — 

a. The estimate of the cost of the shipyard. 

6. The estimated contract price for the construction of the hulls. 

c. Representatives of the Fleet Corporation made mistakes in promising the 
ship company contracts for 12 vessels and only giving them 8 ; and 

d. Promising the York River Shipbuilding Corporation as an inducement to 
imdertake the enterprise contracts for additional vessels over and above the 
12 originally promised. 

27. As evidence of the fact this was a mutual mistake, no ships have been 
built by the Emergency Fleet Corporation on the south Atlantic or Gulf coast 
for any sum approximating the gross amount that can be paid the York River 
Shipbuilding Corporation for the two hulls actually built oy them, if a strict 
interpretation of the contract is followed — i. e., $440,453.51. 

28. As a matter of fact, all of the wooden hulls of the same type and 
character built on the South Atlantic and Gulf coasts by the Emergency 
Fleet Corporation on the cost-plus basis, exclusive of amortization, cost an 
average of approximately $613,000. Consequently, if we pay the York River 
Shipbuilding Corporation $555,890.31 per hull, which is their actual cost per 
hull, plus prorata amortization, and fee of $15,0000, the total cost to the 
Fleet Corporation of those hulls, including fee and amortization, will be 
$570,000, as compared with the average cost of hulls built in the South 
Atlantic and Gulf coast districts, exclusive of amortization, of $613,000, or 
a saving of $42,109.69 per hull. 

.And bear in mind that was their first two ships, which would 
naturally cost much in excess of subsequent ships built on the same 
ways. 

29. The York River Shipbuilding Corporation should be paid amortization 
for the six hulls canceled. In other words, the difference between the cost 
of their yard and its scrap value should be paid in amortization : Two-eighths 
through the medium of the two hulls actually constructed and charged to 
the cost of hulls, and six-eighths as cancellation charges on the six hulls 
canceled. 

30. Justification for the settlement is recommended herein is, when the 
Emergency Fleet Corporation cancfels a substantial portion of the contract 
it constitutes a breach of the whole contract and, in that event, it is Incum- 
bent upon the Fleet Corporation to negotiate a new contract with the con- 
tractor for the number of hulls to be completed by him and for the settlement 
of his damages for the portion of the contract canceled and to pay him a 



142 CLAIMS OF WOODEN-SHIP BUILDERS. 

reasonable price or just compensation. Any sum of money less than the 
amount of money recommended herein would fall short of being either a 
reasonable price or just compensation. 

31. Under the emergency shipping fund provision of the urgent deficiencies 
appropriations, act, approved June 15, 1917, and as amended, it is the duty 
of the President, acting through the Fleet Corporation, to pay a reasonable 
price for all ships, material, and supplies ordered by the Emergency Fleet 
Corporation. 

32. If it cost the Emergency Fleet Corporation an average of $613,000 per 
hull, exclusive of amortization, to build hulls in the cost-plus yards of the 
South Atlantic and Gulf districts it can not be argued that the $570,890.31 
per hull which should be paid this contractor in order to pay his actual cost 
of construction, prorata yard amortization, and fee of $15,0000 is not a 
reasonable price. If the six-eighths of the amortization of the yard is not 
paid to the contractor as cancellation damages for the six hulls canceled it 
would amount to confiscation of his property without compensation. 

33. There is abosolutely no future for wood shipyards. They must be 
scrapped and disposed of at a time where there is a large quantity of wood 
shipyard secondhand material and supplies on the market from the large 
number of wood shipyards that are being scrapped. 

34. Briefly, in view of all the circumstances as recited herein, instead of 
the gentlemen who invested their time, money, credit, and reputations in this 
enterprise being forced to suffer this loss, they should be reimbursed as 
recommended herein and the cost borne by the people of the United States 
as a whole, because they received the benefit of these expenditures. 

Mr. CiiiNDBLOM. Was that your report? 

Mr. Levy. Yes, sir; delivered to Judge Payne. 

Mr. Edmonds. Was not time the essence of those contracts? The 
York Eiver Shipbuilding Corporation got their contract on August 
20, 1917, and yet on December 31, 1918, after the armistice, they 
only had four ships on the ways and had not finished a ship. 

Mr. Levy. Yes; time was an element. They made their contracts 
late. 

Mr. Edmonds. No; they made them early in August. 

Mr. Levy. Yes-: August, 1917. 

Mr. Edmonds. And yet on December 31, 1918, they only had four 
ships on the ways. 

Mr. Levy. They had a great deal of trouble in getting the mate- 
rial. The Fleet Corporation undertook to furnish it ; there was not 
lumber fitted for the heavy timbers on this coast and it had to be 
shipped from the Pacific coast, and in furnishing the material the 
Corporation, unfortunately, furnished the rudder and the cabin 
lumber first. 

Mr. Edmonds. Yes ; I noticed they got the anchors in Hog Island 
before they got the keels. 

Mr. Levy. That is true. 

Mr. Chindblom. There was a gentleman before the committee 
yesterday in reference to this case who told us these facts. He said 
that they got the finishing wood before they got the big timbers, 
months before. 

Mr. LE\Tr. Yes, sir. 

Mr. Edmonds. Do you recommend thei'e how much money ought 
to be paid? 

Mr. Levy.. Yes, sir. That was all they could collect under the 
contract. The amount due was $1, (SOI ,904.15, and still all they 
could collect was $1,294,217.05. 
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Mr. Edmonds. And if this bill passed 

Mr. Levy. I recommended they be paid $406,210.72 in addition to 
that. That brings them out. 

Mr. Edmonds. If they get that, where will they stand financially ? 

Mr. Levt. Here is how they stand. They will have 6 per cent on 
the investment in their plant.* 

Mr. Edmonds. Will that clean it up and just leave them enough 
to get their money back? 

Mr. Levy. No; they will first have 6 per cent, which they could 
have gotten without taking any risk of this kind and which, I think, 
thej^ are entitled to, and then they will have $64,846 as profit out of 
which to pay their income taxes, and out of which they must bear 
certain expenses for which the Fleet Corporation will not and can 
not reimburse them. 

Mr. Chindblom. That is fees for building ships? 

Mr. Levy. $30,000 for building two ships, $15,000 each, and $34,846 
being 10 per cent of their progress on 6 canceled ships, on $848,000 
progress which it amounted to. Here is a case, in my opinion, where 
you can afford to give these people 10 per cent because they only built 
two. Now, if it had been reversed, if they had built eight and got 
$15,000 for the eight and spent some money for the other two, perhaps 
you would not be disposed to give them as high percentage on the 
progress. But after a man pays his income tax, a good deal of the 
money is borrowed money, and they pay more than 6 per cent in the 
bank ; I happen to know this 

Mr. Edmonds. Then if he gets this money, that virtually clears it 
up and he gets his money back and a small profit? 

Mr. Levy. There is a question whether he gets very much, if any, 
profit, and you must have some latitude. 

Mr. Edmonds. He must be pretty heavily involved with the banks. • 

Mr. Levy. He is. These are very substantial people in Eichmond, 
I understand. 

The Chairman. Is there anything further you care to say? 

Mr. Levy. I have nothing special, Mr. Chairman. I simply want 
to answer your questions and give you all the information you want. 

Mr. EowE. I think we have asked you questions enough, unless 
i^me one else desires to do so. 

The Chairman. We want to thank you for coming here and giv- 
ing us the benefit of your information. 

(The typical case of the Tampa Dock Co., submitted by Mr. Levy, 
is as follows:) 

OCTOBEB 21, 1919. 

From : E. D. Levy. 

To : W. C. McNitt, general counsel. 

Subject ; Typical settlements with wood-ship builders. 

1. Mr. Ackerson asked me to prepare a couple of typical settlements of wood- 
ship contracts, applying: the principles that were recommended in the four sets 
of principles submitted to Mr. Ackerson. 

2. I have selected as an illustration of a lump-sum contract the settlement 
with the York River Shipbuilding Corporation, which has been in your hands 
since Saturday, October 18; and I am attaching hereto, to be delivered by 
special messenger, a copy of proposed settlement with the Tampa Dock Co., 
which is the typical cost-plus contract I have selected. 

3. Just as soon as you can give your legal opinion on the two settlements, Mr. 
Ackerson purposes to take them to Judge Payne. 

4. VTill you please be kind enough to give this your early attention? 

E. D. Levy. 
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Ck)TOBEB 22, 1919. 

MEMORANDUM OF THE COST OF CANCELLATION TAMPA» DOCK CO. 

Three wooden hulls on contract No. 407 W. H. ; installation of machinery in 
three hulls contract January 21, 1919. 

Comparison estimate of cost of cancellation submitted to Congress in June, 
1919, on which appropriations were based : 

Amortization of shipyard $139, 219. 02 

Amortization of machinery installation plant 46,379.14 

Five per cent on labor, material, and overhead expended on three 

canceled hulls contract No. 407 W. H ^__ 18,395.76 

Tearing down two partially completed hulls contract No. 407 W. H_ 20, 000. 00 

Taxes for year 1919 ^ 4,256.06 

Material and labor in three canceled hulls contract No. 407 W. H_- 367, 915. 27 

Residual value of E. F. C. investment in plant 15,000.00 

Loss on three bills of machinery for canceled hulls on contract No. 

407 W. H., at $65,000 195, 000. 00 

Estimated organization expense incurred during settlement 40, 000. 00 

Total 846, 165. 25 

Estimated cost of cancellation Tampa Dock Co. contract, as set 
forth in appropriation estimates submitted to Congress in June, 
1919, on which appropriations for the fiscal year 1919-20 are 

based 900,000.00 

Net saving in ciincellation settlement under estimate 53, 834. 75 
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Typical Wood Cancellation Settlement of a Cost Plus Contract, Shipyabi> 

Owned by Contractob. 

contract for construction of wood hulls. 

Name of contractor, Tampa Dock Co. 
, Original contract: 

Date of contract, June 30, 1917. 

Number of contract, 27 W. H. 

Contract price, $300,000 per hull, with lumber and labor protection. 

Method of payment, progress payments. 

Number vessels contracted for, four. 

Number vessels completed, four. 

Type of hull, Ferris wood cargo. 

Tonnage, 3,500 D. W. 

Location of shipyard, Tampa, Fla. 
Revised contract: 

Contract coverted from lump sum to cost plus. 

Date of contract, July 25, 1918. 

Contract number, 407 W. H. 

Contract price, actual cost plus fee. 

Fee, $15,000. Divided— $7,000 for depreciation on plant ; $8,000 for profit. 

Method of payment, controlled account. 

Number vessels contracted for, eight (four vessels called for on contract 
No. 27 W. H., plus four additional hulls). 

Number vessels cancelled, three. 

Number vessels completed, five. 

Date of cancellation, three hulls, March 28, 1919. 
Contract for installation of machinery in wood hulls : 

Name of contractor, Tampa Dock Co. 

Date of contract, February 21, 1918. 

Contract number, 2. 

Contract price, actual cost plus fee. 

Fee, $25,000. Divided— $20,000 (overhead and plant construction $10,000 
each) ; $5,000 profit. 

Method of payment, controlled account. 

Number vessels contracted for, four. 

Number of vessels completed, four. 
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Supplemental agreement: 

Name of contractor, Tampa Dock Co. 

Date of contract (letter), January 21, 1919. 

Contract price, $11,500. Divided— ^6,500 for plant and overhead; $5,000 

profit. 
Method of payment, controlled account. 
Number vessels contracted for, three. 
Number vessels canceled, three. 
Number vessels completed, none. 

1. Cost of shipyard, exclusive of real estate : 

Total cost of plant $245,664.27 

Less Emergency Fleet Corporation investment in plant 56, 445. 25 

Contractor's net investment 189, 219. 02 

Less net residual value as scrap, less cost of disposing of scrap. 15, 000. 00 

Gross amount of amortization 174, 219. 02 

Contract amortization on five hulls to be delivered, at $7,000 

each 35, 000. 00 

Net amount of amortization 139, 219. 02 

2. Cost of machinery installation plant, exclusive of real estate ; 

Total cost of plant 101, 379. 14 

Less credit plant proportion of $20^000 for plant and overhead 
on each of four completed hulls under contract No. 2, at 
$10,000 each 40, 000. 00 

Contractor's net investment on termination of all contractual 

relations 61, 379. 14 

Less net residual value as scrap, less cost of disposing of scrap. 15, 000. 00 

Net amount of amortization 46, 379. 14 

3. Recapitulation of contractor's cost of shipyard plant and ma- 
chinery installation plant, both exclusive of real estate: 

Cost of shipyard, exclusive of real estate 189, 219. 02 

Cost of machinery Installation plant, exclusive of real estates. 101, 379. 14 

Contractor's total cost shipyard and machinery installation 

plant . 290, 598 .5L6 

4. Deductions: 

Net residual value as scrap, less cost of disposing of scrap 30, 000. 00 

Depreciation on five hulls delivered under contract No. 407 

as per contract, at $7,000 each 35, 000. 00 

Less one-half contract allowance of $20,000 for plant and over- 
head on each of four vessels covered by machinery Installa- 
tion contract No. 2, at $10,000 each 40,000^00 

Total deductions 105, 000. 00 

5. Net amount of amortization 185,598.16 

6. Additional deductions that can be made as per contracts as can- 

cellation damages: 

Plant depreciation of $7,000 each on the 3 canceled hulls under 
contract No. 407 21, 000. 00 

Plant and overhead allowance on 3 vessels under letter con- 
tract of January 21, 1919, at $6,500 each__ 1 19, 500. 00 

Total _ 40, 500. 00 

7. Net amount of amortization not provided for In contract 145, 098. 16 

8. The net amount of amortization, $145,098.16, not provided for in contract, 
as shown in paragraph 7, should be paid to the contractor for the following 
reasons : 

159901—20 10 
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9. When original contract No. 27 of June 30, 1917, contract No. 407 of July 
25, 1918, machinery installation contract No. 2 of February 21, 1918, and ma- 
chinery installation letter contract dated January 21, 1919, were entered into, 
it was the understanding that contractor would be given contracts for a suffi- 
cient number of hulls and for the installation of machinery in sufficient num- 
ber of hulls to enable him to amortize the difference between the cost of his 
plants and the residual value at the termination of all contractual relations. 

10. It was never contemplated by the contractor that he would invest this sum 
of money in shipyard plant and installation plant and take a contract for the 
small number of vessels actually covered by written contracts, and permit the 
Emergency Fleet Corporation to terminate the contracts that might be actu- 
ally in existence at the time the Emergency Fleet Corporation might decide to 
cancel their contractual relations without making payment to the contractor 
of a sum of money that would absorb the difference between the cost of his 
plant and its residual value at the termination of all contractual relations, less 
a sum of money earned by the contractor under the contracts directly appli- 
cable to reimbursement for depreciation or amortization if plant. In this case 
there is a sum of money amounting to $145,098.16, being arrived at by taking 
the difference between the total cost of contractor's plant and residual value 
at the termination of all contractual relations and deducting all earnings of 
the contractor, both on ships delivered and on ships canceled, directly appli- 
cable to amortization or depreciation of plant as expressed in the contract. 

11. From time to time, officers of the United States Shipping Board Emer- 
gency Fleet Corporation represented to contractors that they would be given a 
sufficient number of contracts to enable them to come out whole on their in- 
vestment, and contractors acquiesced in the policy of the Emergency Fleet Cor- 
poration in placing contracts with them for a small number of vessels in each 
contract with the expectation that they would be given a sufficient number of 
additional contracts to enable them to amortize their yards and earn a small 
and reasonable profit, and with the feeling on their part that in the event of 
the termination of the war and the Fleet Corporation's being unable to give 
these additional contracts as promised a fair and just settlement would be 
made that would protect the contractor against such loss on his plant. 

12. In view of the circumstances as we know them in this case, mutual mis- 
takes were made by the Emergency Fleet Corporation and the contractor: 

(a) In making the contracts for a small number of units at a time with 
the general understanding between them that contracts for a sufficient number 
of hulls would be given to enable contractor to come out whole and make a 
reasonable profit instead of making one contract for a sufficient number of 
vessels to enable contractor to come out whole. 

(h) In arriving at a small fee for yard amortization and profit for a small 
number of vessels on the assumption that there would be a sufficient number 
of vessels at this price to permit the contractor to come out whole instead of 
providing for an increased allowance for amortization of plant In the event 
that a smaller number of vessels were constructed than originally contemplated 
by both parties to the contract at the time contractual relations were first es- 
tablished. 

13. Both parties to the contract having agreed that such mutual mistakes 
were made, and both written and promised contracts canceled and denied con- 
tractor, then It is the duty of both parties to the contract, both of whom are 
to-day in the possession of the same contracting powers that they possessed at 
the time contractual relations were first established, to correct their mutual 
mistake and make a new contract in settlement of all contractual relations that 
^ould be under all the known circumstances fair, just, and reasonable alike 
to both the Emergency Fleet Corporation and the contractor. 

14. In order to correct such mutual mistakes and to make such just, fair, 
and reasonable settlement of this particular case as all of the circumstances 
seem to justify,- and in view of the fact that contractor actually constructed five 
hulls and contractor actually installed machinery In four hulls, the following 
is recommended: 

(a) The amount of amortization to be absorbed on the shipyard plant is 
$174,219.02, and the amount of amortization to be absorbed on the machinery 
installation plant is $86,379.14, a total of $260,598.16. To absorb this amount, 
contractor's allowance for plant depreciation on the contract for construc- 
tion of hulls should be Increased, as a cancellation damage, from $7,000 per 
hull to $34,843.80 per hull, or a total for the five hulls of $174,219.02. 
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(&) The amount of amortization to be absorbed on the machinery installa- 
tion plant is $86,379.14. To absorb this amount, contractor's allowance for 
plant depreciation on the contract for the installation of machinery should be 
increased, as a cancellation damage, from $10,000 per vessel to $21,594.78 per 
vessel, or a total for the four vessels of f 86,379.14. 

15. In other words, these contracts sliould be revised to provide for the 
price at which contractor would have been willing to do this work had it been 
known at the start of his contractual relations that he would have to provide 
a plant that would suffer an amortization of $260,598.56 and be permitted 
to build but five hulls and install machinery in but four hulls; in which event 
he would, of course, have had to charge this amount of amortization pro rata 
over the five and four hulls. Anything less than this would result in con- 
fiscation of the contractor's property without just compensation. 

16. It is a well-established fact that these wood-ship yards built for emer- 
gency purposes have no future and can only be disposed of as scrap. In this 
case contractor actually intends to scrap the yard. In fact, has agreed to scrap 
it. Therefore, settlement should be made with him on the basis of scrap 
value. 

17. There are other Items in connection with this settlement that must be 
considered, but will be mentioned here as information only, this board feeling 
that it has sufficient authority to allow these items: 

18. Material and labor on the three suspended hulls were 

In prcess of construction at time of suspension $210,431.32 

Worked materials for the canceled hulls 45, 799. 96 

Kaw materials for the canceled hulls 111,678.99 

Total - 367, 915. 99 

19. This property has been paid for by the Emergency Fleet Corporation, 
and, under the terms of settlement, the Emergency Fleet Corporation retains 
title to the material, and, in addition, pay the contractor an agreed sum for 
tearing down the two partially constructed hulls under cancellation, which 
are respectively 17 per cent and 18 per cent complete. 

20. Contractor should be paid 5 per cent on the cost of material and labor 
in the two suspended hulls partially completed and on the worked and raw 
material for all three canceled hulls, which is 5 per cent of $367,915.27, or 
$18,395.76. 

21. Contractor owned a tract of land adjoining the shipyard which was not 
required for the execution of this contract which the officers of the Emer- 
gency Fleet Corporation would not permit contractor to rent to other parties, 
notwithstanding the fact that contractor had bona fide offers for the rental 
of this property and submitted affidavits to this effect. The Fleet Corporation 
representatives prohibited contractor from leasing this land on the theory that 
it might be needed for Fleet Corporation purposes and for additional ships, 
contracts for which were to be given this contractor. Contractor's actual loss 
on this account has been established as $16,000. 

22. The Emergency Fleet Corporation have an investment in the shipyard 
plant as follows: 

Portion of cost of shlpways $25,500.00 

Buildings 4, 027. 91 

Machinery and equipment 6, 752. 00 

Fences, fire protection, etc. 17,148.86 

Furniture and fixtures 3, 016. 48 

$56, 445. 25 

Small tools 23, 202. 7g 

Total 79, 648. 02 

23. It is estimated that the $25,500 investment in shlpways has no value 
and is a liability instead of an asset, inasmuch as the outboard end of each 
way extends beyond the harbor line and the piling must be pulled. It is esti- 
mated that it will cost contractor to remove piling $20,000 to $30,000 on ac- 
count of the piling 42 feet long being 7 feet under water. Approximately 
1,600 piling of this character must be removed. In consideration of contractor's 
removing this piling without any cost or expense to the Fleet Corporation, it 
is proposed to transfer to him without cost the $79,648.02, representing the in- 
terest of the Fleet Corporation in the shipyard plant and tools, and to per- 
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mit him to retain for his own use as compensation for removing tliese piling 
whatever snm he can realize from the scrap sale. 

24. For tearing down the two partially completed hulls that are on con- 
tractor*s shipways and must be removed, it is proposed to pay contractor a 
lump-sum price of $10,000 per hull, or a total of $20,000. 

25. In the original contract, No. 2T, the Emergency Fleet Corporation agreed 
to pay to the contractor $7,000 for each of the four shipways, all of which has 
been paid to the contractor with the exception of $2,500. It is proposed in 
this settlement to comply with the contract and pay him the balance agreed 
upon, or $2,500. 

26. The contractor expended $4,410.60 for framing platforms, etc.» which 
the district officers insisted should be charged to shipyard plant, but which the 
t?hip construction division in the home office has since ruled is properly charge- 
able to part of the cost of the ships. Inasmuch as this was a cost-plus contract^ 
it is proposed to allow contractor this sum. 

27. The interest paid on money borrowed by the contractor amounts to 
$5358.31. This money was borrowed for l)oth ship and plant construction, 
and, inasmuch as this is an item of cost, It should go into the cost of the work, 
and it is proposed to allow contractor this amount of $5,358.31. 

28. Taxes, amounting to $4,256.06, were paid by the contractor for the year 
1918, and were charged to the cost of the ships. It is estimated that taxes for 
the year 1919 will be at least this amount, and In view of the fact that taxes 
are specified as ship-construction cost. It is proposed to allow contractor this 
amount of $4,256.06. 

29. Since contracts were canceled and since contractor's work on the com- 
pleted hulls was completed, it has been necessary for contractor to carry an 
organization to protect his property as well as the Emergency Fleet Corpora- 
tion's and to prepare figures for his settlement claim. This organization ex- 
I>ense caused solely by the delay in making settlement should be repaid to the 
contractor and he should be given his actual cost only. These figures are not 
available at this time and supplemental claim will have to be filed by the con- 
tractor and all of his expenditures audited. He should be reimbursed for such 
of his actual expenditures as are approved by the General Cancellations, 
Claims, and Contracts Board. 

30. This settlement provides for the following payments to contractor, less 
any advances previously made: 

a. Pay contractor as profit: 

Fees earned on 5 vessels delivered, at $8,000 each $40, 000. 00 

Fees earned on installing machinery in 4 vessels, 

at $5,000 each 20,000.00 

5 per cent on labor, material, and overhead ex- 
pended on 3 canceled hulls 18,395.76 

$78, 395. 76 

h. Pay to contractor as amortization : 

Cost of shipyard and Installation plant less residual value 
(par. 15), less $75,000 amortization earned on completed 

contracts 185, 598. 16 

e. Rental on real estate (par. 21) $16,000.00 

Tearing down 2 partially completed hulls (par. 24) 20,000.00 
Balance due contractor for constructing 4 ship- 
ways tpar. 25) 2,500.00 

Charged to plant and should be charged to ships 

(par. 26) 4, 410. 69 

Interest on borrowed money (par. 27) 5,358.31 

Taxes for year 1919 (par. 28) 4,256.06 

52,525.06 

tf. E. F. C. assume cost of material and labor and retain title to 
same: 

Material and labor in 3 canceled hulls (par. 18) 367,915.27 

€. Give contractor title to E*. F. C. property : 

Transfer to contractor E. F. C. interest in shipyard plant as 
compensation for removing piling from beyond harbor line— 56, 446. 25 

81. If contractor is paid a total amount of fees recommended herein, or 
$78,395.76, he will have supervised the expenditure of approximately $4,5(X),(X)0, 
and received therefor a total fee of approximately 1.7 per cent. To be 
deducted from this fee or profit Is the Interest on his own capital, $76,000^ 



CLAIMS OF WOODEN-SHIP BUILDERS. 149 

which was tied up in this enterprise for approximately two years which, at 
6 per cent, would amount to $9,120, and the real estate on which the shipyard 
was constructed is reasonably worth $350,000. In fact, contractor actually paid 
$350,000 for this land and issued 6 per cent bonds for this sum of money which 
are outstanding. The only compensation he has received from the Fleet Cor- 
poration for the use of the land is $730 per month for 24 months, or $17,520, 
plus the $16,000 allowed him in paragraph 21. In other words, his Interest on 
his land bonds for two years amounts to $42,000, and he has received for the 
use of the land a total, during these two years, of $33,520, leaving him a net 
loss on interest on his bonds of $8,480, which, added to the interest on his 
money invested in capital stock, $9,120, make a total loss of interest of $17,600, 
which deducted from his profit of $78,395.76, leaves contractor with a profit of 
$60,795.76 to show for two years' work. 

HISTORICAL. 

32. In April, 1917, Mr. Eads Johnson, Representative of the United States 
Shipping Board Emergency Fleet Corporation, made a trip through the South 
and came to Tampa, and met the original owners of the Tampa Dock Co., 
who were in the general contracting business, and solicited them to come 
to Washington and take contracts for the construction of wooden ships. 
Mr. Bads Johnson gave these gentlemen a letter authorizing them to start 
immediately on the construction of two shipways and two ships of the Ferris 
type, on a cost-plus 10 per cent basis, wih the understanding that the forth- 
coming contract and plans would be in accordance with this letter. 

33. By the time these gentlemen reached Tampa, returning with this letter, 
they received a telegram from Mr. Goethals, general manager of the Emergency 
Fleet Corporation at that time, asking them to hold up on the letter and return 
to Washington and receive the new contracts that they were preparing. 

34. On arrival at his office, three forms of contract were submitted to them, 
one of which was for cost-plus 10 per cent, another was for cost plus a fixed 
fee of $20,000, and the other was for a lump-sum price. On the assurance that 
the lump-sum was the best contract, and according to their estimate was com- 
posed of : 

Lumber and other materials and overhead $140,000, 

Labor 100, 000 

Plant amortization 25, 000 

Profit 1 35, 000 

Estimate, 1 ship 300, 000 

They entered Into the lump-sum contract for four Ferris ships at $300,000 per 
ship, and the original expenditure made under the cost-plus letter of Mr. Eads 
Johnson. 

35. At the time their first ship was launched, which was May, 1918, they 
had found out that the various changes made by the Fleet Corporation in the 
ship, the additional cost of lumber and labor which had been arbitrarily In- 
creased by the Fleet Corporation, together with the Increased cost of plant from 
their original estimate, had so Increased the cost of these ships that It was 
Impossible to enter Into contract for additional ones at this figure. They pre- 
sented these arguments to the Fleet Corporation representatives, and during 
the month of June, 1918, spent considerable time trying to convince the Emer- 
gency Fleet representatives in Philadelphia that the cost of the Ferris ships 
would be almost twice the original contract, and It was Impossible for them 
to enter into any contract that did not provide such terms. 

36. After spending some 30 days in Philadelphia on this matter, while the 
ways were vacant, Mr. Coonley got them to agree to go back and start new Fer- 
ris ships on the vacant ways, without a formal contract with the understanding 
that they would be a awarded such contract as was prepared by the Fleet Cor- 
poration after a just consideration of all the conditions In the majority of 
the wooden-ship yards. In August, 1918, Mr. Coonley submitted to the con- 
tractor a proposed adjustment of their present contract, eliminating all charges 
for extras caused on account of the hundreds of changes which had been made 
in the plans and specifications of the Ferris ships, for cost plus a fee of $15,000, 
which was divided $7,000 for plant amortization and $8,000 for profit. The 
builders submitted a protest to Mr. Coonley on this matter, stating that their 
plant investment made an amortization necessary under this arrangement for 
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the four ships on the original contract and the four additional ships con- 
templated, of from three to four times the amount he had allowed, and that 
contract could only be accepted with the understanding that sufficient ships 
would be added to the contract to make the plant amortization allowed equal 
the cost of investment. 

37. The builders were assured by Mr. Coonley and the Wood Ship Division 
that they could not increase the number in that contract, as they were then 
preparing plans an specifications on the new style wooden ship, known as the 
Dougherty type, but that the intention of the fleet was to provide sufl[icient 
amount of work. Mr. Coonley called in Mr. E. N. Hurley, chairman of the 
Shipping Board who assured the wood-ship builders that if they would take 
these contracts he personally would guarantee them work for five years. The 
builders, in good faith, accepted this guarantee of Mr. Hurley, and in view 
of these circumstances, as recited, it is clear that a mutual mistake was 
made in (a) the estimated cost of shipyard, (6) the estimated contract price 
for the construction of the hulls, (c) promising the Tampa Dock Co., as an in- 
ducement to accept the substitute contract, additional work for at least five 
years. 

38. As information, the actual cost of the five hulls on contract No. 407 was 
approximately $600,000 per hull, exclusive of fee or amortization. 

39. Justification for the settlement as recommended herein is, when the 
Emergency Fleet Corporation cancels a substantial portion of the contract, 
it constitutes a breach of the whole contract and, in that event, it is incum- 
bent upon the Fleet Corporation to negotiate a new contract with the con- 
Jtractor for the number of hulls to be completed by him and for the settlement 
of his damages for the portion of the contract canceled, and to pay him a 
reasonable price or just comj>ensation. Any sum of money less than the 
amount of money recommended herein would fall short of being either a 
reasonable price or just compensation. 

40. Under the emergency shipping-fund provision of the urgent deficiencies 
appropriations act approved June 15, 1917, and as amended, it is the duty of 
the President, acting through the Fleet Corporation, to pay a reasonable price > 
for all ships, material, and supplies ordered by the Emergency Fleet Cor- 
poration. 

Mr. Edmonds. I understand, Mr. Dean, you have two or three 
settlements here — statements showing settlements? 

Mr. Dean. Yes: that were called for yesterday. 

Mr. Edmonds. Are you prepared to put those in the testimony ? 

Mr. Dean. Yes; and have a man to explain them if it is desired. 
It has occurred to me that Mr. Barber, who was with the committee 
in this whole matter, and attorney for the committee, should ex- 
plain these payments in detail. 

STATEMENT OF MR. BENN BARBER, PHILADELPHIA, PA., ASSIST- 
ANT COTTNSEL EMERGENCY FLEET CORPORATION. 

Mr. Chindblom. Mr. Chairman, for the record, let us ascertain 
what position the witness holds. 

Mr. Barber. I am assistant counsel for the Fleet Corporation lo- 
cated in Philadelphia, and I have been designated as counsel for the 
Cancellations Board, and I have been acting as such since the 1st of 
May of this last year. 

Mr. Chindblom. Do you live in Philadelphia ? 

Mr. Barber. I live in Philadelphia at the present time. If the 
committee simply wants a statement of these settlements, then we can 
make up a statement of the contract settlements on the cancellations 
and the allowances w^hich we made. I will say, briefly, that in all 
of these cost-plus contracts we have settled we have simply taken 
into consideration two things : One, fees ; and, two, the disputed items 
of cost, or items of cost which have come up, arising out of the cancel- 
lation of the contract. We would allow a man as fees an amount 
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which was proportionate with the amount of work that he had com- 
pleted on the canceled hulls ; we would allow him his costs as defined 
in the contract and, in most of the cost-plus contracts, they covered 
merely the ship construction, such as labor and overhead. The plant 
is something that is usually taken care of in the fee itself. 

Most of these cost-plus contracts — ship contracts — we had were 
awarded at the time that the lump-sum contracts were made over 
into cost-plus contracts. And at that time the new contract that the 
contractor received on the cost-plus basis provided for a fee of $15,000, 
the contract stating in most of these contracts that the contractor 
should receive of the $15,000, $8,000 for profit and $7,000 for the 
plant. So that when we come to cancel his contract we will say to 
this contractor, " We will give vou what you would have received had 
you completed your contract for the plant, because that is expendi- 
ture, and we will give you a proportionate amount of that $8,000 for 
your profit on the work which you have completed." 

That was manifestly unjust to the cost-plus wood-ship contractor, 
because in one case I recall at this time the contractor had built his 
own yard and financed it and had put $300,000 into it. The only con- 
tract that he had in sight, and that contract was canceled, would have 
provided for a refund to him of $90,000, six hulls at $15,000 apiece. 
So that had he completed the contract which' was in sight, he would 
have received only $90,000. Now, we come along and we cancel that 
contract and cancel six out of the nine hulls, and if we allowed him 
only a proportionate part of the fees which he had earned on the 
hulls which were canceled, he would have received only a proportion 
of that $90,000, the total amount. Now, he should be reimbursed for 
a part, at least, if not all of that plant money, because the plant at 
this time is worth nothing. 

That is the class of cost-plus average ship contract. 

Mr. EowE. Where the man owns the plant? 

Mr. Barber. Where the man owns the plant and we want to reim- 
burse him. Now, we can not do it under the contractural relations 
and what we want is enough authority to go ahead and reimburse 
him. 

Mr. Chindblom. Have you settled any such contract? 

Mr. Barber. No ; we have not. We have settled on the theory of 
three turns of the ways, along with the first settlements that we made, 
three or four of these contracts on the theory of three turns of the 
ways and everybody is against it, because we can not find anywhere in 
the records where anybody was actually promised that — ^that is, we 
can not get any substantial evidence to show that. 

Mr. Chindblom. In those cases did the three turns of the ways ap- 
proximately return to the contractor the cost of the plant? 

Mr. Barber. In the cases where it was worked out, I think it did. 
I think it worked out all right. 

Mr. EowE. But in some of them it would not be sufficient ? 

Mr. Babrer. In some of them it would not be sufficient. If a nian 
had enough ways, it would be all right — ^I think I am correct in stat- 
ing that — ^three turns of the ways would bring him out. But that 
is a haphazard way of getting at the proposition. If you aro going 
to reimburse a man, reimburse him for his loss. 

Mr. RowE. Were you here when Mr. Levy testified? 

Mr. Barber. I was here most of the time. 
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Mr. RowE. You are familiar, I presume, with the four cases tliat 
he laid down? 

Mr. Barber. Those four sample cases he made up ; yes, sir. 

Mr. Rowe. Did they meet with your approval? 

Mr. Barber. I believe that the men should be settled with on that 
basis. 

Mr. EowE. On that basis it would work substantial justice? 

Mr. Barber. It would work substantial justice. 

Mr. RowE. And there is enough leeway left to the board in the 
percentage so that the board can, in settling those cases, come nearer 
to justice than they could otherwise? It says not to exceed 10 per 
cent on the canceled hulls. 

Mr. Barber. I will say this: That in the cancellation of lump- 
sum contracts we have not run into a great deal of difficulty because 
we have settled up most of the lump-sum contracts. Some of them, 
however, are knotty — that is, of the canceled lump-sum contracts. 

Mr. Rowe. In those cases most of them owned the plant? 

Mr. Barber. The contractor owned the plant in most of the lump- 
sum cases. There are some very few cases where he did not in those 
lump-sum cases, but very few. I know of only one. In most of 
those cases the contractor owned his plant and we advanced him 
money to pay for it, but' the title was in him. 

Mr. Rowe. That was just the same as though they borrowed the 
money from the bank? 

Mr. Barber. Yes. In those cases, in the cancellation of the lump- 
sum contracts, we simply adopted trie same method of settling those 
contracts as was adopted by the War Department in their circular 
No. Ill, Max Falon's theory of making settlement of the depart- 
ment's ship contracts, and to all the rest of our contracts, namely, 
we will reimburse the man for the actual expenditure and give him 
a profit on the work done on the canceled portion of the contract, 
and will, amortize or allow for special facilities. That works all 
right enough in the lump-sum contract, because there is enough 
leeway there to pay a man enough to let him out and yet come 
within the sum he would have received had he completed his con- 
tract. The percentage allowance is sometimes above the stipulated 
fee. I remember a case where the contract worked out it ran up 
to 60 per cent, but as a general scheme it works justice. And when 
it comes along to our cost-plus contractor there is not anything like 
that, because it is provided right in his contract he will do this 
work and will supply a yard for a fee of $15,000, and had the war 
continued and had he gotten three turns or four turns of the way 
he would have come out all right on his plant, but he was choked off. 

The only other classes of cases that have come in where we 
helped the Fleet Corporation, in those cases where the contractor 
has completed his first contract, he made a guess as to the cost price 
of the vessel, and the Fleet Corporation made a guess and entered 
into a contract and the contractor said he would deliver that boat 
for such and such a price, a lump-sum price. Now, he has com- 

Eleted his contract. He has had some time to figure up his costs, 
e has some money that he has to pay to his bank, and he is in 
a hole. And he comes to us and says : " Help us out." Holding him 
down to his contract, as the controller says we must, all we can do 
is to give him what the contract provided for^ protect him on his 
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labor and material — that is, the contract provided for it, and he is 
in a hole. He has submitted his case, he has done his duty, but he 
has not been compensated. 

Now, if you will simply give the Fleet Corporation the oppor- 
tunity of going into these questions and finding out whether or not 
the contractor is justly entitled to more compensation for the work 
he has done, we will see that justice is done, and it should be. I 
have been with this game for such a long time and so closely, gentle- 
men, and there are a lot of hardships and heartaches, and some of 
these men I do not see why they do not jump off of the dock. But 
we can not do anything for them now, as I see it. We have gone 
as far as we can. 

The Chairman. Unless we pass some law ? 

Mr. Barber. Unless you pass some law to help us out. 

The Chairman. Is this law sufficient, this bill? 

Mr. Barber. Mr. Chairman, I think it is all right. There was 
one proposition here that occurred to me in readmg it over, and 
that was if you want to give the Court of Claims more power, or the 
power to hear these claims. It says here 

Mr. RowE. We want the Fleet Corporation to finish the job, make 
an adjustment and have it paid. That is what we want. 

Mr. Barber. Just this wording as to just and equitable. The 
Court of Claims at one time was given power to settle certain claims 
on just and equitable lines, and it was held in that case, after they 
had heard the case, that "just and equitable" did not give them 
any more powers than they had; therefore, they had to adhere to 
the regular legal principles of giving just compensation. Now, if 
the Court of Claims were given the same powers that the Shipping 
Board is given and settled on those same lines, then that would 
<;arry out your idea ? 

Mr. RowE. It would carry out the idea we have in this bill. 

Mr. Barber. The idea you have in this bill, yes. 

Mr. Chindblom. Just and equitable, of course, in the view of a 
court would be an equitaible determination of the issues, and equity 
follows the law. 

Mr. Barber. And equity follows the law, exactly. 

Mr. Chindblom. That is the difficulty. 

Mr. RowB. We can put in here, "In accordance with the terms 
of this bill." 

Mr. Barber. I think that would help it. But I do not think, gen- 
tlemen, if you pass this bill, it will be necessary for anybody to go 
to the Court of Claims. 

Mr. Hardy. My own thought was, with the apparently manifest 
disposition on the part of the Shipping Board to do justice, that 
this provision for an appeal to the Court of Claims is only where 
the claimant is dissatisfied with the findings of the Shipping Board, 
and would probably be very rarely if ever resorted to. 

Mr. Barber. It probably never will be. 

Mr. RowE. There ought to be some opportunity for an appeal, 
though. 

Mr. Barber. If a man wants to go to the Court of Claims; is not 
satisfied, and can not get justice. 

Mr. Hardy. That is in there; but, as I sav. I have an idea not 
many of them would want to go. 
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Mr. Massen. Can you furnish us with the decision you referred 
to in the Court of Chiims, about just and equitable? 

Mr. Barber. I can, but I do not have it just now. I get this law,, 
and I use and I retain the principle, but I do not retain the case. 

Mr. Edmckds. Just to give the committee an idea of how you stand 
on this case, I would state that McCammon and the Midland Bridge 
Co. both had virtually completed the ships you gave contracts for. 
What did you do with them? McCammon had a lump-sum con- 
tract and the Midland Bridge Co. had a cost-plus contract. Both 
men had borrowed considerable money from the Government. 

Mr. Hardy. Should we not have these contracts on which the 
evidence is being given put in the record, so that it will show to 
what kind of a contract the testimony applies? 

Mr. Edmokds. You might have that, too. 

Mr. Hardy. Just leave the typical contract referred to with the 
stenographer. 

Mr. Barber. This is the McCammon Shipbuilding Co. J. W. 
McCammon was the contractor here. He was given one contract 
on July 21, 1917, contract No. 45, for two Ferris-type hulls of 3,50<> 
tons each, at the lump-sum of $300,000 each. He was given a con- 
tract on September 18, contract No. 507, which provided for the- 
conversion of contract No. 45 from a lump-sum contract into a cost- 
plus contract — cost plus a fixed fee. 

Mr. Edmokds. That was not a contract for any more ships; that 
was for the same two ships? 

Mr. Barber. For the same two ships. And then he was given in 
that contract a contract for the construction of two 2,500-ton barges, 
on the cost plus $11,000 fee basis. Then, on the 13th of January. 
1919, he was given contract No. 522, which provided for the can« 
cellation of the two 2,500-ton barges provided for in contract No. 
507, and there was readjustment of the provision for the completion 
of the two Ferris type hulls. 

Mr. Edmoxds. Completion of the two Ferris type barges? 

Mr. Barber. No ; two Ferris-type hulls. 

Mr. Edmonds. These same two hulls were running all through 
these contracts? 

Mr. Barber. The same two ships. As I recall, McCammon was 
getting along rather poorly in the ship construction and attempts 
were made from time to time to bolster up his shipbuilding activi- 
ties down there. 

.Mr. Edmonds. Have you got the ships yet? 

Mr. Barber. He was allowed, on canciBllation 

Mr. CniNDBLOM. Were those two ships ever finished? 

Mr. Barber. It has been some time since I have been through these 
papers, and I will have to ask your indulgence while I run through 
them and get the facts. 

Mr. Edmonds. Have you the Midland Bridge Co. case any plainer? 

Mr. Chindblom. I suggest, Mr. Chairman, that we give Mr. Bar- 
ber an opportunity to run through his papers and get the facts 
while we take up something else. 

FTIRTHER STATEMENT OF MR. GEORGE P. WRIGHT. 

Mr. Wright. Mr. Chairman, I do not know that I remember just 
where I left oflF. 
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Mr. Lyle. I think, Mr. Wright, you were going into the subject 
of extras when you left off. You had put in the record the letter 
from Mr. Frick on those claims and had just finished that phase of 
the question and then were about to take uj) the question of the dis- 
cussion of labor and leading into these promises made by Mr. Schwab 
and Mr. Piez for more boats. 

Mr. Wright. In concluding the subject of extras, I want to say 
this: That we have tried to settle our extras since April 15, 1919, 
up until about the end of the year ; and the other yards in our district, 
had settled their extra claims before we took up ours. In other words,, 
we were about the last to come along with our settlement of extras. 
We came along, though, at a time when there was a change of dis- 
trict managers that had taken place in our district, and our extras 
have not been paid and have not been settled up to this time; not- 
withstanding that it is a clear case, just as clear as that of any of 
the other shipyards. But they have raised a question on our extras 
that they did not raise on the other yards, under this new district 
manager, and in explanation of that they say they intend to reopen 
the settlements they have made on extras with the other yards. 

Mr. Lyle. That is pursuant to these new instructions that have- 
been issued ? 

Mr. Wright. Yes; pursuant to the new instructions. 

Mr. Rowe. Is your case the case mentioned by Mr. Levy ? 

Mr. Wright. No ; not that I recall. In a general way, I think you 
will remember I stated that we had built seven ships out of nine. 
That is typical of the work that was done by all the shipyards 
around Puget Sound. Some of them will claim they did better than 
we did, perhaps. I did not have to put a pump aboard any ship 
after she was launched in the water to take care of any seepage. The- 
ships were satisfactory in every particular. 

Some reference has been made here to the failure of wooden ships. 
We were building hulls, and although we applied for the installation 
contract, we were not given the installation contract, and conse- 
quently^ we turned our hulls over to an installing plant. The first 
ship was held by the installing plant more than four months before 
the machiner}^ was installed in it. The next was held more than 
six months. Noav, those vessels, the planking and ceiling is taken 
.out of the steam box and is wet when those planks are put on and 
necessarily the planks above the water will dry out and season. 
They can not be built out of seasoned, dry lumber, but have to go 
on there wet, and it is necessary to recalk the ship before she makes^ 
her first voyage. They found that out after they had sent out a 
ship or two without recalking, and had some trouble about leakage. 
But our first ship, after she was put in the water, was turned over 
to the Matson Line at San Francisco and made several trips from 
San Francisco to the Hawaiian Islands, carrying back cargoes of 
sugar and, as far as I know, that ship has been in constant service- 
ever since, and rendering good service. 

Mr. Edmonds. Was it a Ferris-type ship ? 

Mr. Wright. A Ferris-type ship ; yes. And the second ship, also,, 
went into service. The others had not been installed when the 
armistice was signed, and they are uncompleted ships to this date. 
I might mention that work done by adjoining yards, since they 
are not represented here. The Bear Bros., at Tacoma, built 4 
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.ships out of 6, for which they had a contract. The Astoria Ship- 
building Co., represented by Mr. E. W. Wright, built 8 ships 
out of 10. The Seaborn yard built 14 ships complete. I think they 
had no cancellations. They were a going concern before the war 
started; they had that edge. I might also say that the first ship 
launched by the Astoria Shipbuilding Co. also went to San Fran- 
cisco and was put in that Hawaiian trade the same as our first ship, 
and she made one complete voyage there before she was recalked; 
and that is down in the Tropics, you know, where timber drys out 
pretty fast. 

Mr. Edmonds. There was a great deal of repair work done at 
Honolulu, though. The repair-yard owner told me here, himself, 
lie was working 24 hours a day on repairing wooden ships. 

Mr. Wright. Yes. 

Mr. Edmonds. I presume it was as you say, that they dried out 
when they got in that hot climate and needed recalking or some- 
thing like that. 

Mr. Wright. I know one alteration that was made, Mr. Edmonds, 
either at San Francisco or at the Honolulu end, that had to be done 
on all ships. They put a big wood rudder on them, 6 feet wide, 
and found it entirely unwieldly and got into trouble and broke the 
rudder stock in some cases, and they cut the rudder down finally to 
4 feet and some inches. They first tried by cutting it down to 5 
feet, and then they cut it down below that again. 

Mr. Edmonds. Our expert was too expert — ^$30,000 a year. 

Mr. Wright. They were experimenting on this type of ship, all 
the way through ; there is no doubt about that. I think I have told 
you about the effort that was made and that was repeated here in 
the case of other parts of the country to get the wooden-ship builders 
to build these ships. That campaign was carried on consistently 
throughout the time we were building ships right up until near the 
close of the program, and on the Pacific coast Mr. Piez and Mr. 
Schwab made a personal visit. Along about July 10, they were in 
Tacoma, 1918, and Mr. Schwab made a speech at every wooden-ship 
yard, as well as at the steel plants. He did not miss any. And we 
iook occasion to speak to Mr. Schwab, and Mr. Schwab mentioned 
it in his speeches to us that he wanted the Wooden-ship builder to 
understand that he was a factor in winning the war and that every* 
man who was working on the wooden ships was a factor and was 
doing his duty just as much as the soldier at the front. He said: 
" I am at the head of large enterprises engaged in ship construction 
and the production of steel and various commodities along that line, 
employing a total of 120,000 men ; but in spite of all the efforts we 
can make, it is necessary to have every wooden-ship yard do their 
utmost to produce the ships; and I think we can assure you that 
war, or no war, you will be kept busy during the year 1919. Beyond 
that we will make no guaranties." 

In our case and in the case of all the shipbuilders, the policy 
would be to give a small number of ships in each contract. Now, we 
had three contracts for our nine ships. We had three ways, by the 
way, and that accounts for that. The shipyard having four ways 
probably have had 8 or 12 — ^multiples of 4. 

Mr. Edmonds. Were you in business before, or did you just go in 
-^or the purpose of building these ships? 
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Mr. Wright. We were not in the shipbuilding business. 

Mr. Edmonds. You were not in the shipbuilding business? 

Mr. Wright. We had never been engaged in the shipbuilding 
business before. 

Mr. Edmonds. You were not in the shipbuilding business at all? 

Mr. Wright. Not in the shipbuilding business at all. 

Mr. Edmonds. You got your contract a long time before Mr. 
Schwab came out there ? 

Mr. Wright. Yes ; we got our first contract in July, 1917 — about 
August 1. 

Mr. Edmonds. How did you come to go into that contract — ^by 
solicitation ? 

Mr. Wright. Oh, yes. That was campaigned about as strong- 
as anything ever had been in our country, and particular effort was 
inade there because it was the home of the large ttees and larger 
timbers, that were best adapted for making a success of these ships. 

Mr. Edmonds. Were you solicited by publications or personally? 

Mr. Wright. To go into the business ? 

Mr. Edmonds. Yes. 

Mr. Wright. A visit was made by Mr. Brent, representing Chair- 
man Denman. He came in Mr. Denman's place. And his duty was 
to hold a meeting at every town along the Pacific coast, in the 
chamber of commerce building, and to there assemble tne busi- 
ness men and bankers for that hearing and ascertain what could 
be expected to be organized in that particular locality in the way 
of wooden-ship building plant. 

Mr. Edmonds. Mr. Brent was then a member of the Shipping- 
Board and vice president. 

Mr. Wright. I think he was vice president at the time. 

Mr. Chindblom. That was soon after the war started? 

Mr. Wright. Yes. 

Mr. Ltle. He was in Taooma April 6, 1917. 

Mr. Edmonds. Did you make your contracts out there or here? 

Mr. Wright. We got our contracts through the district office,, 
the district manager. In fact, we did all our business with the- 
district manager during the war, and these contracts were for- 
warded and prepared at Philadelphia and executed here, after 
being signed by us. The contract was dictated entirely by the 
Shipping Board, and each subsequent contract was amended over 
the previous one. No two were exactly alike in their provisicms. 
And the price was entirely dictated by the Emergency Fleet Cor- 
poration. We bid much higher prices than that for which, we took 
the contract, so that the bidding was a mere perfunctory perform- 
ance, and did not do us any good. If the Shipping Board had put 
the price $20,000 lower we would have had to have taken it, because 
we built the yard on the promise to get contracts on the basis of 
cost plus 10 per cent, and already had the yard and had to go 
ahead or else refuse to do Government work. 

Mr. Edmonds. Yoti finished on a lump-sum contract, did you not? 

Mr. Wright. The whole performance was lump-sum contracts. 
There were no percentage contracts made on the Pacific coast, ex- 
cept two large contracting firms which belonged in the East and 
located their yards out there. And those were the yards, I under- 
stand, that cost over $600,000 a piece. 



158 CLAIMS OF WOODEN-SHIP BUILDERS. 

Mr. Chindblom. No one a native of the Pacific coast got those 
<;ontracts ? 

Mr. Wright. No one. And our ships did not cost to exceed 
$425,000 apiece. I think the record will show that. They did not 
cost to exceed $425,000 with all the allowances we are asking for. 
Mr. Hardt. Of the same tonnage ? 

Mr. Wright. The same kind of ships, exactly ; yes ; the same ship 
in every way. We are asking a fair adjustment of our extras. It 
has been testified here we had hundreds of changes. That is true. 
We could not keep an accurate cost of all the changes that were 
made, but we did bill them for about 50 different items of extras, and 
our committee of wooden-ship builders placed our value on those 
extras at about $55,000. In our individual case we billed for $47,000 
for them, and before I left we offered to take $30,000 a ship, but 
have been unable to make any settlement. That is the way we stand 
on these extras. Mr. Frick, however, recommended that $30,000, but 
after it went back to Philadelphia there had been some more changes 
tmd different orders issued, and the situation was totally different. 
At the present time no business can be transacted there whatever; 
they merely act as forwarding cleric to look after their business and 
maKe recommendations and transmit papers, etc., but all authority 
has been taken away from them. 

Mr. Hardy. I guess this authority for settling, anyhow, would 
have to come from the East, would it not, in settling these contracts ? 
Mr. Wright. Yes. But heretofore in the settlement of these extras 
they have been told what to do, and a typical case had been settled 
for them and others, and they were instructed to proceed along that 
line. 

Mr. Hardy. I suppose they are holding up all these items of ex- 
tras now, looking to some general solution of the whole problem, 

Mr. Wright. All payments appear to be held up at the present 
time, awaiting some disposition of the matter growing out of this 
proposed legislation. 

Mr. LyiiE. You might also mention the speaking campaign and 
the posters, etc., which you brought out. 

Mr. Hardy. We have already had that sufficiently, I think. 
Mr. Wright. I might just merely say that that line of propa- 
ganda — ^the lecture bureau, publications, and posters — ^was carried 
on as thoroughly on the Pacific coast as perhaps anywhere else, and 
the Government entered into the campaigning throughout the coun- 
try to furnish thousands of men for these shipyards. They came to 
us from all over the interior of the country. We broke in about 40 
per^ cent of our men all the time. There was great strife among the 
yards to take away our best workmen. Yards building for the Gov- 
ernment were prohibited from doing that, but, unfortunately for us 
in that respect, we had the Foundation yard that had a contract for 
20 French ships, which they were building for the French Govern- 
ment on the basis of cost plus 15 per cent, and they were reckless as 
to the wages they paid, and they simply pirated the Government 
yards — our yards — and took away our best men. We appealed to 
the Shipping Board to stop that, and they would write them a letter, 
and the Foundation company man would say, " I want to have the 
proof." Of course, he would deny it. In the meantime nothing was 
done, and they would keep on doing it. 
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Mr. Edmonds. Skinner & Eddy played hobbs with the yards out 
there ? 

Mr. Wright. Some men on our pay roll — ^they would leave them 
on our pay roll for a week, watching the good men, and then after 
we paid them they would leave gradually during the next week, and 
in the course of a week thev would have a hundred of our men over 
there. 

Mr. Hardy. Have you examined this Senate bill ? 

Mr. Wright. I have read it, but I do not know much about it. 

Mr. Hardy. Does it seem to you to meet the necesities ? 

Mr. Wright. I think if it were fairly construed on the basis of 
,just compensation it would. 

Mr. Hardy. We can not administer anything. 

Mr. Wright. No. 

Mr. Hardy. I am talking about whether this law, as it is written 
here, is sufficient to give the Shipping Board the authority they need 
to make a just settlement. 

Mr. Wright. As a matter of fact, I think nearly all of our claims 
are enforceable legal claims, but the trouble is enforcing them against 
the .Government. I mean, if thej were claims against an individual, 
I think we could adjust them without any trouble and enforce them 
finally, every one of them, in the court. 

Mr. Hardy. Of course we can not execute any of these laws; but 
the question is whether this law, as it is presented to us, meets your 
approval. 

Mr. Lyuq. It does. 

Mr. Wright. I think it does; yes. 

Mr. Hardy. Is there anybody who has been or is now before the 
committee who objects to any of it? 

Mr. Lyle. With the amendments? 

Mr. Hardy. To this bill as the Senate committee has reported it 
out? 

Mr. Lylb. We have gone over it and it is satisfactory to us. 

Mr. Hardy. With the manifest support of the bill from all quar- 
ters, I do not see any great necessity for continuing the hearing, ex- 
cept to give us enough to go before the House and present the case to 
them. And I think we have enough. 

Mr. Lyle. With the completion of Mr. Wright's statement, we 
have nothing further to offer. 

Mr. Hardy. So far as I am concerned, you do not need to offer 
anything further. I believe in having just settlements and fair 
treatment of this subject. 

Mr. Wright. I think the matter has been prettv well gone over. 

Mr. Hardy. If there is anything you gentlemen wish to put in the 
record, to clarify any point, 1 am perfectly willing it should go in. 

The Chairman. You can just hand it to the stenographer now. 

Mr. Massen. I would suggest, Mr. Chairman, that Mr. Barber has 
had considerable difficulty completing his statement and, therefore, 
that he be permitted to put such statement as he cares to prepare in 
the record regarding the facts in the three cases involved. 

Mr. Hardy. I think that is a good suggestion. 

(The committee thereupon adjourned). 
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